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PRIVATE ADVISORY COMMITTEE REPORTS

Section 135 of the Trade Act of 1974 requires the

private advisory committees for trade negotiations to re-

port their evaluation of the Multilateral Trade Negotiations

to the Congress. The report of the Advisory Committee for the

Trade Negotiations has been separately published. The Com-

mittee notes that, in some cases, the report appearing below

are preliminary reports which could be changed before they

are approved by the relevant advisory committees. At the time

of publication of this record, the Committee had not received

reports from the labor advisory committees.
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THE SPECIAL. REPRESENTATIVE FOR
TRADE* NEGOTIATIONS

WASH INGTON

20506

2 9 JUN 1979

Honorable Russell B. Long
Chairman
Senate Commnittee on Finance
Washington, D.C. 20510

Dear Chairman Long:

Pursuant to Section 135(e)(1) o.f the Trade Act of
1974, I am herewith transmitting the reports of
the Industry Policy Advisory Committee and Indus-
try Sector Advisory Committee on the Multilateral
Trade Agreements submitted on June 19 to the
Congress for approval. The reports are no longer
classified and are available to the public.

The Labor Policy Advisory Committee and Labor
Sector Advisory Committees have not yet prepared
any reports, although we have requested them to
do so. Agriculture committee reports and the
ACTN reports of the Advisory Committee on Trade
Negotiations are being transmitted separately.

/~~cere_

Robert S. Strauss

Enclosures

cc: Abraham Ribicoff

(V)
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INDUSTRY POLICY ADVISORY COMMITTEE

The Industry Policy Advisory Committee is required by
the Trade Act of 1974 (PL 93-618) to report to the President,
to Congress and to the Special Representative for Trade
Negotiations its collective opinion regarding MTN Agreements.
This opinion shall advise whether the Agreements, taken as a
whole, "promote the economic interests of the United States".

The following statement is a partial and prelimi:iary
report of the IPAC.

It :overs:

First Specific reports on Non-Tariff Codes

A. Agricultural Agreements
B. Aircraft
C. Counterfeiting
D. Customs Valuation
E. Framework
F. Government Procurement
G. Licensing, Import
H. Safeguards
I. Standards
J. Steel
K. Subsidies and Countervailing Duties

Second This report does not deal with Other Non-
tariff agreements or Tariffs as the Committee is not informed
as to their provisions.

Third The Committee points out that the overall
acceptance of all Agreements is dependent on the balanced
effect of the package.

Fourth The Committee is particularly interested in
the Agreements' implementing legislation, including agency
creations or assignments and the prospective regulations
that will derive from that legislation and the impact of
such on U.S. companies operations. The Committee hopes to
constructively influence such implementation.

Fifth The Committee is also interested in an adequate
institutionalization of agencies and programs of an on-going
nature that will permit domestically and/or internationally

(Vn)



VIII

- A review process
- Amendments or changes
- A central entity to receive appeals for

and to represent U.S. interests
- Maintain some degree of the consultative
process domestically similar to IPAC/ISAC

so as to further optimum modernization and liberalization of
trade rules in the interim from the.effective date of this
Agreement and a possible future round of MTN negotiations.

The Committee will render a more complete report
shortly after revelation of the ot.4h) provisions of the
Agreement.

Robert W. Galvin
Industry Chairman
February 15, 1979



IX

A. AGRICULTURAL AGREEMENTS

The Committee took note of the Agreements concluded

with respect to gricultural trade. The Committee held the

view that these agreements did not significantly affect its

interests.

,,
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B. AIRCRAFT AGREEMENT

The Industry Policy Advisory Committee concludes that
the proposed Aircraft Agreement promotes the economic
interests of the U.S. and recommends its approval by Congress.
(This advice is subject to the qualification that the
proposed draft which IPAC reviewed, although presented as
substantially complete, is still subject to final negotiation).

The adoption of the Aircraft Agreement will recognize
not only the importance and uniqueness of trade in civil
aircraft but ensure that U.S. private industry has a reasonable
opportunity to compete with nationalized industries which
have developed and will continue to develop competitive
aircraft.

The Aircraft Agreement will be signed, it appears, by
the EC, Japan, Canada, the United States, Sweden and Switzerland.
The U.S. industry believes that the benefits and responsibilities
accruing to the signatories should be restricted to the
signatories. Countries not signatory to the Agreement
should not, for example, obtain the zero U.S. tariff which
will open the U.S. market to foreign aircraft. The aircraft
tariff should, in addition, cover all aircraft parts. The
present tariff codes which, to a considerable extent, use
generic headings for equipment which might be used for a
variety of purposes, must be altered equally and completely
by all the signatories.

The Aircraft Agreement addresses many of the non-tariff
measures of concern to the industry and takes the first
major step towards bringing such non-tariff barriers (NTBs)
under control on an international basis. The NTB provisions
are complex and clearly open to a variety of interpretations
as well as possible avoidance. The U.S. government, in
cooperation with industry and labor must develop through
enabling legislation, a method of monitoring and responding
to questions resulting from actions under this Agreement.
This does not imply that the other signatories are either
less trustworthy or more scrupulous than the U.S., but it is
a recognition that a few paragraphs drafted by negotiators
necessarily seeking an acceptable compromise will not serve
as a guide book for the future without much interpretation
and consultation.
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C. COUNTERFEITING

The Code on Commercial Counterf.iting was i itiated by the
U.S. in response to the world-wide awareness and interest
on the part of consumers in certain internationally
recognized and popular products.

This Code is well drawn and the IPAC endorses it and
recommends its adoption to Congress.

The IPAC recommends that in the drafting of implementing
legislation for this country the definitions of counterfeiting
be made clear and unequivocal and not too broad for definite
identification, so as to give predictability to the process
of enforcement and avoid injury resulting from goods being
tied up in long disputes.

i
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D. CUSTOMS VALUATION

The Industry Policy Advisory Committee concludes that
the proposed GATT Code on Customs Valuation promotes the
economic interests of the U.S. and recommends its approval
by Congress. (This advice is subject to the qualification
that the proposed draft which IPAC reviewed, although
presented as substantially complete, is still subject to
final negotiation and the addition of various interpretative
notes.)

The Industry Policy Advisory Committee finds that the
Code will significantly reduce the trade restrictive effects
of various customs valuation procedures currently employed
around the world by providing greater uniformity and
certainty. The Code should prove to be a definite advantage
to U.S. exporters and importers.

The proposed Code internationalizes some of the most
positive features of current U.S. law, as embodied in the
Tariff Act of 1930, and while it will require certain changes
in U.S. law, other countries will reportedly have to change
their laws more extensively than the U.S. in order to
implement the Code.

The IPAC has not attempted to review the Code from the
standpoint of whether it p'ovides equity and reciprocity within
product sectors, feeling that such specific judgments should
more appropriately come from the various ISACs.

--- rTh iPAC took note of the following special features of
the proposed Code:

1) The Code contains provisions allowing special and
differential treatment for developing countries
for a limited time, although it is not known how
many developing countries will become signatories
to the Code.

2) The Code does not affect application of Sections
806 and 807 of current U.S. law, governing special
customs provisions which are of particular interest
to border industries.

3) The Code contains favorable provisions for the
timely settlement of disputes that might arise
between signatories.
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In addition, the proposed Code raises several
potentially controversial issues, whic1h are likely to be
commented on by various ISACs. These include:

1) Elimination of the American Selling Price system
of customs valuation. ASP would no longer be
permitted under provisions of the Code and would
presumably necessitate a change in current U.S.
law.

2) The treatment of intangible assists for customs
valuation purposes. This issue will reportedly be
further dealt with in the negotiations and will
be the subject of an additional interpretative
note.

3) It is not known precisely which countries will sign
the Code. Certain domestic industries have expressed
a special interest in having developing countries
as well as Canada sign the Code. These industries
feel that much of the value of the Code is conditioned
by which countries agree to accept its provisions.

Finally, the Code allows signatories to apply its pro-
visions on either an F.O.B. or C.I.F. basis, in accordance
with each country's current preferred practice.

a
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E. GATT REFORM (FRAMEWORK)

The Industry Policy Advisory Committee concludes that
th :procposed Code on GATT Reform promotes the economic
in cirests of the U.S. and recommends its approval by Congress.
(Inis advice is subject to the qualification that the pro-
postd draft which IPAC reviewed, although presented as
sub.tantially complete, is still subject to final negotiation.)

T!Li:. Code contains specific provisions for consultation,
dispute ,:ttlement and surveillance through the secretariat
of GATT. These new provisions will give the secretariat
more autno.-ity to police and enforce compliance.

IPAC believes it is important that the developing
couxntries be brought more fully into the GATT system. The
U.S already grants special and differential trade treatment
to i.eveloping countries. The new GATT provisions recognize
the desirability of this; but also spell out the obligations
of developing countries to assume fuller GATT obligations as
their economic development progresses. We believe this
formal setting-forth of the rights and obligations of
developing countries is a needed step in bringing developing
countries into the trading system.

The abuse of trade measures to solve balance of payments
problems should be exposed and limited. The proposed re-
visions should help accomplish this goal.
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F. GOVERNMENT PROCUREMENT

Background An important U.S. negotiating objective of the
Trade Act of 1974 (Sec. 104) is to obtain in developed
countries equivalent competitive access for appropriate
U.S. product sectors.

A major developed country barrier for significant U.S.
product sectors has been discriminatory Government purchasing
in Europe and Japan. It was therefore desirable to negotiate
a government procurement code that decreases discrimination.

The Proposed Code A code has been negotiated that, will
provide substantial improvement ir international participation
in national government procurements.

The code requires a commitmert by participating countries
to open designated sectors of the . governmental procurements
to other participating countries. Effective procedures are
prescribed to .mplement this commitment.

Governmental procurement policies and procedures are to
be disclosed and foreign firms will receive "national", non-
discriminatory, treatment from participating countries.
Information about prospective purchases, criteria for selection
among bidders and other information will be provided to allow
foreign firms to compete effectively.

Information about bid awards will be made available to
bidding firms. (The procedures for making known the
successful bidders price to the Losing bidders is not
entirely satisfactory but the procedures can be adequate
if the U.S. government takes a strong stand in supporting
U.S. bidders. )

There are good procedures in the code for evaluating how
well it works. Annual reviews are required and further
negotiation is required every three years to broaden and
improve the agreement.

The code that has been negotiated is a tight code, and
the key issue is the extent to which it can be applied and
the support it receives from the participating countries.

Coverage of the Code The coverage of the code involves the
countries that sign, the government purchasing entities to
be embraced, minimum value of contracts, and the type of
products.
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The code will not apply to procurements in specified
special situations such as those involving national security
considerations or tied-aid agreements. Services will
generally not be included. There are special considerations
for developing countries.

It is likely that purchases above the range of 150,000
SDR's will be covered although lower levels are being
considered. It appears that not all government purchasing
entities may be included, at least with some participating
countries. Also some product types may be excluded.

U.S. Laws and Preferences Affected The Buay American laws and
preferences and Small Business (Minority) Preferences would
be affected by adoption of the code.

It would seem desirable that any reductions in U.S.
preferences necessary to implement the code be limited to
procurements above the threshold, i.e 150,000 SDR's. Although
this would make administration by U.S. procuring agencies more
complicated, it would be unwise to eliminate preferences on
smaller contracts as a price for agreement. Smaller contracts
have a major impact on U.S. Small Business whi.ch historically
has not been very successful in competing for foreign business

a abroad. At the same time, eliminating preferences on small
contracts would clearly bring increased competition from
foreign firms for Small Business in this country.

Evaluation IPAC supports the proposed Government Procurement
Code as a considerable improvement over existing foreign
government procurement practices. Such a code is particularly
important for U,.S. business at this time because changed
monetary values and relative inflation rates among most
developed countries have made American products much more
price competitive abroad than was the case a few years ago.

The adoption of this code should result in an improvement
in U.S. balance of payments, and it should bring about a
net increase in U.S. jobs.

The committee recommends the adoption of the code,
limiting U.S. entity coverage to the ex:ent necessary to
match the entity coverage offered by the major European
industrial nations and Japan. With the annual review
required and a further negotiation every three years,
coverage as well as other provisions of the code can be
improved as experience is gained.
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If the U.S. is to benefit from the adoption of the code,
the U.S. government must take a strong and active part in
making it work. While a Committee on Government Procurement
made up of representatives of signators is provided in the
code, enforcement must be on a government to government basis.
Without strong backing from the U.S. government, a U.S.
company would have no hope of redress in case of discrimination
in a government procurement situation.

50-151 0 - 79 - 2
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G. IMPORT LICENSING

IPAC fully endorses the proposed Code on Import Licensing
and considers it a constructive forward step in removing
unnecessary Administrative impediments to international
trade.

"Red Tape" and needless bureaucratic delays in securing
the required licenses for importing goods into certain
countries have become a genuine barrier to trade.

This is a separate problem from the issue of whether
the need for licenses or quotas is justified. This proposed
Code is not concerned with normal customs procedures, involved
in declaring the nature and value of goods being imported,
or paying the required duties.

The subject addressed by this Code is an administrative
question. It has to do with the paper work and procedures
involved in cases where national law specifies that a special
license is needed for the import of goods. The reasons for
the license requirement may vary. Such licenses may have to
do with the foreign exchange situation, or with protection
of local industry, or with technology, or with standards.
Whatever the reason, lo:cal laws or regulation require a
license prior to import.

Securing such a license sometimes becomes an administra-
tive nightmare. The reason for this may be a deliberate
governmental attemit to slow the flow of imports, or it may
be the bureaucratic -ocess at work.

Such licensing requirements and delays tend to be more
frequent in developing countries than in developed countries.
In the interest of easier trade between countries, such
licensing procedures should be made as simple and easy as
possible, if they cannot be eliminated altogether.

The proposed Code in Import Licensing is designed to
reduce unnecessary administrative impediments to trade
caused by excessive delays and paperwork in the securing of
licenses. It is also designed to simplify and harmonize the
procedures which must be followed in obtaining an import
license.
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In particular, it emphasizes the provisions to be
followed in "Automatic import licensing", in which country
law provides that applications should be freely granted.
Such applications, if appropriate and complete, shall be
approved immediately if administratively possible; and in
any event no later than 10 days following application.

In the case of non-automatic import licensing, the Code
provides for simplified, fair, and equitable procedures; it
also requires governments to publish. information concerning
its administration of restriction,, licenses granted, and
statistics about imports and quotas, including market shares
by country c origin.
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H. SAFEGUARDS

Subject to the reservation noted below, we support the
Safeguards Code and recommend its approval by Congress.

The proposed Code on Safeguards is designed to supplement
and improve on GATT Article XIX, which permits a country to
apply temporary restrictions to imports under certain
circumstances. Over the years numerous such temporary
restrictions have been imposed, and in the case of other
nations have often been applied selectively and without
disclosure and sometimes unilaterally.

In over-simplified terms, the proposed language of this
Code adopts the methods and procedures provided for in the
U.S. Trade Act of 1974. The right to use voluntary export
restraints (VER) and orderly marketing agreements (OMA)is
provided, but disclosure of procedures is necessary.

In the draft there are a number of words and phrases in
brackets. Many of these bracketed words and phrases are
unsatisfactory, and it is our negotiators' intention to
retain or substitute language of or consistent with the
Trade Act of ;974.

Language of the following important chapters has not
been settled:

Chapter IV. Nature of Safeguard action affecting
selectivity

If selective action is used it should be sufficiently
inclusive to be meaningful.

Chapter IVbis. Use of export restraints

Chapter VIII. Special benefits for LDC's

For labor intensive products no special provision for
LDC's is warranted.

Incorporating the concepts of the Trade Act of 1974 in
the Code would be a positive step for U.S. industry. In the
future, temporary restrictions will be used by other nations.
This Code helps assure that the ground rules will be observed
and procedures disclosed.
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From the legislative point of view there is great
virtue in incorporating the familiar language of the Trade
Act of 1974.

It is important that the provisions on Notification and
Consultation (Chapter V) and Surveillance and Dispute
settlement (Chapter VI) be so implemented that in the
formation of the committees sufficient weight is given to
U.S. membership so that bloc votes such as the EC will not
have a disproportionate role.

In Chapter I, Determination of Serious Injury should
not be more strigent than in the Trade Act of 1974.
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I. STANDARDS

The Industry Policy Advisory Committee concludes that
the proposed Code on Technical Barriers to Trade (Standards)
promotes the economic interests of the U.S. and recommends
its approval by Congress.

The purpose of the draft Code is to discourage dis-
criminatory manipulations of product standards, product
testing, and product certification systems. The Code,
properly applied and enforced, will improve fair access to
markets for international traders.

The IPAC took note of all provisions of the Code, but
in particular:

Signatories are obliged not to allow standards and
certification systems to be prepared, adopted, or
applied so as to create unnecessary obstacles to
international trade.

National and regional certification systems are to
grant access to certification on an equal basis to
all suppliers.

Open procedures in the adoption of standards is
encouraged. Standards and rules of certification
are to be published. international standardization
is encouraged.

The Code applies to new and revised standards and
certification systems. No change is required of
those existent, although mechanism for their modi-
fication, as required, is provided.

Central governments, state and local governments,
and private sector organizations are subject to the
provisions but only the central government is bound.
"All reasonable means" are to be used to involve
compliance by those not otherwise bound.

the IPAC wishes to emphasize the importance of the
detailed provisions in the implementing legislation and
regulation. The legislative intent and provisions should
call for the maximum influence of the private sector on the
determination of standards for products, test, and certification;
avoidance of conflicting standards; and simplicity of the
regulations.
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J. OECD STEEL COMMITTEE

The IPAC supports the establishment of the international
steel committee under the auspices of the Organization for
Economic Cooperation and Development (OECD). We feel that
the formation and prospective work of the OECD steel committee
will promote the economic interests of the United States.

In 1978, the U.S. Government successfully negotiated an
international steel arrangement within the OECD in response
to crises conditions which had developed in the steel
industries here and abroad. The arrangement created an
international steel committee as a means for continuing
consultations on steel problems throughout the world which
have, or portend, trade disruptive effects. It also established
principles and guidelines for governmental steel crisis
trade actions. Particularly important is a commitment that
such actions should not shift the burden of adjustment to
other countres. Furthermore, the steel committee has the
responsibility of developing guidelines with respect to
other aspects of national government policies in the steel
sector and reviewing these policies in light of the guidelines
established by the steel committee.

In some important respects, the international steel
arrangement fails to meet the conditions which the domestic
steel industry felt were necessary and appropriate as embodied
in its 1975 proposal to the Special Trade Representative's
Office. This proposal advocated the establishment of a
standing steel committee in the GATT and an international
safeguard system for steel which would permit countries to
obtain prompt and effective relief from market disruption by
imports. Nevertheless, the steel industry fully supports
the establishment of the OECD steel committee as a significant
step toward resolution of the long-standing problems in
steel trade between countries.

Since the steel committee only recently became operative,
it is too early to judge how effectively it will deal with
these problems. If the members come to grips with them
quickly and constructively, the potential benefits will be
great. If, on the other hand, the committee bogs down in
endless debate or prolonged studies of an academic nature,
the benefits -- if any -- will be minimal and the spirit and
intent of the steel arrangement will be frustrated. The
steel industry is optimistic that the latter will not happen,
and has pledged to work closely and cooperatively with the
government in achieving positive results from the arrangement.
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K. SUBSIDIES AtD COUNTERVAILING DUTIES

The IPAC endorses the Subsidies Code and proposes and
recommends that Congress approve it for the long-term
benefit of the American economy. We further recommend that
Congress provide clear and precise implementing legislation
to make the Code effective and practical to admirister.

The U.S. has long been subjected to unfair competition
from imports subsidized by foreign governments. From the
start of the Tokyo Round the U.S. has placed strong emphasis
on the negotiation of an agreement to provide greater
international discipline over the use of subsidies.

A major breakthrough has been achieved with the suc-
cessful negotiation of the complex NTB Code on Subsidies and
Countervailing Duties. We applaud the work of the STR in
devleoping a Code which (a) considerably strengthens the
rules on the use of subsidies, (b) provides much improved
transparency concerning subsidy practices; and (c) provides
an effective consultative and dispute settlement process.

The Code tightens the existing rules on an export
subsidy. There is a flat prohibition on the use of such
subsidies on industrial and primary mineral products and a
prohibition on their use for other primary products where
the subsidy results in displacement of nonsubsidized exports
or material price undercutting. In addition, the code
introduces for the first time (a) some effective discipline
on subsidies by LDCs and (b) treatment of domestic subsidies
in a comprehensive manner (including a provision for redress
where-such-subsidies cause trade problems).

This is a positive and forward looking code covering
both primary and non-primary products. It is an important
"first step' towards providing a framework in which to test
and develop more fair and equitable trading practices. It
should be possible to begin to eliminate the unfair competi-
tive advantage of subsidized imports.

NOTE:

The members of IPAC note that approval of the Code by
Congress does not require any change in the U.S. laws
governing DISC. The IPAC strongly recommends that
Cong. ess retain DISC as a proven and necessary incentive
for continued strong growth of American exports for a
healthy economy.
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SUMMARY

Members of ISAC #1 have appreciated the opportunity to

participate in this program. The ISAC supports this pro-

gram's objectives and the continuation of a private sector

advisory scheme. Further, members; of this ISAC appreciate

the cooperation and assistance provided by the staff of both

the Department of Commerce and the Office of the Special

Trade Representative.

It is .infortrunate, however, that at the level at which

decisions regarding products were made, policy makers seemed

with notable exceptions to pay very little attentionL to

advice provided by this industrial sector. The ISAC recog-

nizes that there were various reasons that advice was

neither followed nor properly channeled. In any case, somr

key cecisions were made which ignored industry .input:. The

ISKC wuld have appreciated an explanation as ,o why actior;s

were :aken which conflicted with industry advice. It is the

memnbers' view that notificari.on of the Administ:ration's

decisions and rationale should have been made available w!en

these decisions conflicted with industry advice, and at a time

prior to negotiating the U.S. offer.

In both areas of the negotiations, codes and tariffs,

the Administration further opened the already accessible U.S.

market for many of rhe products of this sector, but obtained
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SUMMARY

only token foreign concessions in certain competitive product

areas. It is possible that the codes may be implemented in a

manner which may bring opportunities for U.S. agricultural

exports in the distant future. This is, nevertheless, very

uncertain when viewed in relation to the expanded opportuni-

ties for foreign exports to the U.S. market. It is unfortunate

that the U.S. negotiating team had to settle on such a dis-

appointing package.

Although the Food and Kindred Products Industry Sector

Advisory Committee is far from satisfied with the Tokyo

Round of Multilateral Trade Negotiations we do commend

Ambassador Dent and Ambassador Strauss and their staffs for

their ext-emely hard work at a most difficult assignment.



2.B. COMMERCIAL COUNTERFEITING

The Committee has considered the issue of commercial

counterfeiting, and finds the code generally desirable. The

ISAC believes the matters covered by the code are of interest

to members of this sector with branded goods. A strong inter-

est was expressed that a provision for expropriated property-

trademark is denied to the expropriating country.
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2.C. CUSTOMS VALUATICN

'[SAC #1 in principle supports the draft Customs Valuation

code. The recommendations and observations of the Food and

Kindred Product sector for improving this code are as follows:

1) Reference Article 8, part 6 - Inclusion of intangible

assists as stated, for dutiable value is unrealistic. From

an administrative standpoint it is highly unlikely that uni-

2ol-m accounting standards could be established to effectively

cost these items into the price of the imported products.

They should be removed from mandatory requirements of the

code. Further, it appears that such provision would not

encourage L'.S. exportation of technology, hampering both U.S.

companies and 'enefi:iary ':ountries, 'particularly LDC's.

2) With regard tr wine gallon/proof gallon, the distilled

spirits industry is divided with the following views:

The Distilled Spirits Council of the United States, Inc.,

representing the U S. distilled spirits industry, submits the

following statement for the final report of ISAC #1.

Most domestic distillers, but not all, oppose changing

the wine-gallon method of tax assessment. There is a signifi-

cant minority view on this issue. A change in the wine-gallon

method would increase imports and aggravate the existing

unfavorable trade deficit in spirits, which has quadrupled
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2. C. CUSTOMS VALUATION

during the past 20 years until it currently exceeds 635

Tnillion dollars. Tt should be noted that all EEC countries

charge a higher tariff on U.S. spirits imported in bottles

than they do on bulk imports. The difference for Bourbon in

the United Kingdom is 21¢ per proof gallon; in Germany it is

32¢.

Meanwhile, sales of U.S. Bourbon whiskey have declined.

Imported whiskey accounts for nearly 47 percent of whiskey

sales in the United States; imported distilled spirits account

for over 28 percent of the U.S. market as a whole.

Changing the wine-gallon method would result in a sub-

stantial loss of jobs in, domestic bottling plants and

related industries and would cause a 110 million dollar re-

duction in Federal revenues, a reduction which can be expected

to increase to 160 million dollars per year within five years.

Because of other U.S. tax provisions relating to imports,

U.S. distillers would be placed at a competitive disadvantage

if the wine-gallon met'iod were changed. Imported bottled

goods can be imported directly by a wholesa,.er, and payment

of the $10.50 per gallon Federal excise tax car be deferred

until after the goods are sold to a retailer. Taxes on

domestic spirits, however, mrust be paid by the distiller when
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they are sold to a wholesaler. Since the tax ($21.67 per

case of fifths at 86 proof) amounts to 64 percent of the

value of shipments by domestic distillers, the privilege en-

joyed by foreign imports of delaying payment of tax until

goods are withdrawn from customs bond for sale to retailers

gives them a significant cost advantage -- amounting to about

38¢ per case.

Foreign producers also need not pay the 30¢ per proof

gallon rectification tax which domestic producers of blended

products must pay. Since all Canadian and nearly all Scotch

is blended, this is a significant advantage erjoyed by imports,

amounting to 62¢ per case of fifths at 86 proof.

The combined advantage over U.S. spirits is $1.00 per

case, which should be compensated for if the wine-gallon

method is to ba changed. In the event of a change, the

following concessions to U.S. producers thus are recommended:

I. Extension of Tax Deferral Period

Extend the deferral period for payment of tax on dis-

.-tilled spirits withdrawn from domestic distilled spirits

plants and plants of producers of distilled spirits in Puerto

Rico and the Virgin Islands for an additional period of 30

days.
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II. All In lBond

All operations at distilled spirits plants (production,

storage, hottling) would be conducted under bond, includ' ,g

the right to transfer spirits to other boni'ed premises.

II.A. Repeal of Rectification Tax

Repeal is recommended only if all-ir-bond system

(Item II above) is adopted.

III. Extension of All-In-Bond Concept to Wholesale Level

Within one year of extension of the tax deferral period

at distilled spirits plants and plants of producers of dis-

tilled spirits in Puerto Rico and the Virgin Tslands, extend

the point of tax payment of distilled spirits shipped in

bond to wholesalers (including Control States) who have

chosen to bond their facilities and have otherwise complied

with relevant government requirements.

IV. Reform of Federal Alcohol Administration Act

A violation of provisions of Section 5 of the Act relating

to trade practices may be prosecuted as a criminal offense

under Section 7 of the Act. Most of these "violations" w3uld

at the most be subject to civil sanctions if any prodcuct

other than beverage alcohol were involvcd. The Act should be

amended to make such violations civil only. whLile retaining
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criminal penalties for such activities as enaging in

business without the equi..ed permit.

V. Designation of Bourbon as a Distinctive American
Proauct

A commitnment should be made by the government to support

industry efforts with the EEC and other foreign government

representatives to obtain recognition of Bourbon whiskey as

a distinctive American product.

M. Jacqueline MdcCurdy, Joseph E. Seagram & Sons, Inc.

submits the following statement for inclusion in the final

report tc SAC #1.

"Joseph E. Seagram and Sons, Inc., Hiram 4alker &

Sons, Inc., Schenley Industries, Inc., Somerset

Importers, Ltd., four of the largest domestic dis-

tillers and Monsieur Henri, Inc., Schieffelin and

Company (all members of the Distilled Spirits Council

of the United States) and many other U.S. importers

of alcoholic beverages, fully support a change in

the wine-gallon method of tax assessment for alco-

holic beverage,. The four domestic distillcrs~

produce nearly one half of all domestic spirits
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produced in the United States. It is their feeling

that the current method of tax assessment has been

a discriminatory trade barrier which upon removal

will stimulate international trade. It is believed

this stimulation of trade in general will produce

benefits and revenues which will far exceed th-e

reduction of revenue caused by a change in method

of taxation."



11

2.D. FRAMEWORK

The Committee has considered the issue of framework and

believes the matters covered by the code are not of signifi-

cant interest to the sector.
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2.E. GOVERNMENT PROCUREMENT

The Committee has considered the issue of government

procurement and believes the matters generally covered by

the code are not of significant interest to the sector.

However, it does appear appropriate to report on the code.

The Committee is informed that the United States intends

i( ,'vclude DOD and USDA purchases of food and kindred

pr, iucts from the procurement code, a position supported

bo, ISAC #1.
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2.F. IMPORT LICENSING

The ISAC does not support the licensing code to the

extent that it sanctions practices heretofore incompatible

with GATT Article XI and other GATT provisions.
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2.G. SAFEGUARDS

The ISAC endorses the principle of uniform inter-

national safeguard procedures. The ISAC notes the fact

that the United States has thus far been unable to

negotiate a final code.
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2.H. STANDARDS

The ISAC favors the provisions of the Standards Code

which state as a general rule that technical regulations

and standards should nct create unnecessary obstacles to

international trade anid which call for open procedures

and public participation in elaborating, promulgating, or

amending standards and for their publication.
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2.J. SUBSIDIES

ISAC #1 in principle supports the Subsidies/CVD Code.

However, the ISAC is disappointed that the United States

was unable to obtain a prohibition on export subsidies on

agricultural products comparable to the restrictions achieved

on industrial products. The ISAC believes that export sub-

sidies should be prohibited for agricultural products. The

following are observations and recommendations of the Food

and Kindred Products sector.

1) The injury t'est adopted into U.S. law should be no

more demanding than that in the code .s appears in Section 1-F.

2) In the event the GATT'panel under "track II" is un-

able to make a final determination the provisional measure

taken should be permitted to continue until the panel makes

its final determination.

3) ISAC #1 is concerned about the definition of primary

versus non-primary products and the effect of these defini-

tions on the fisheries and processed food sectors.

4) In the new CVD statute, determination of injury

should be made by the U.S. International Trade Commission.

5) If a two-price system is in efferct in the United

States for rail or other transportation, any advantage for

exported articles should be considered an export subsidy.
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The Food and Kindred Product sector does not oppose the

MTN tariff package. While generally acceptable, this ISAC

must express disappointment on the inability of the

Administration in many cases to gain equitable access to

foreign markets in terms of tariffs. This imbalance becomes

more disturbing when one observes the fact that foreign sub-

sidies and quotas for agricultural products will continue to

exist thereby restricting market access for highly competitive

U.S. agricultural exports.

Canned Food Industry

Tariff concessions obtained by the Ulnited states cover

a broad range of canned food products and indic;L:e that

improved export opportunities exist. Further, !.: appears that

tariff concessions granted by the United States (as of

April 19, 1979) do not appear to jeopardize domestic pro-

duction of canned food products represented by the ISAC.

However, Hawaiian pineapple interests are deeply concerned

that the effects of U.S. tariff concessions on pineapple

juice and concentrate will severely injure the Hawaiian pine-

apple industry. These concessions shc'jld be withldrawmn.

Canned fruit exporters are disappointed that the United

States did not obtain elimination of the EC variable sugar
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levy or its consolidation into the common external tariff

as had been urged in the industry's Section 301 complaint

and in other recommendations.

Fisheries

The fishing industry is concerned about the extent of

U.S. concessions on fisheries tariffs including processed

and canned fish products. Tariff cuts were made on products

which have potential for development and expansion of

domestic production, at a time when U.S. manages the use of

resources within the 200 mile fisheries zone. These con-

cessions amplify the disadvantage of the U.S. fisherman

already caused by foreign subsidization and granted fishing

rights to foreign fleets in the U.S. zone. The U.S. tariff

concessions on fish appear excessive when considering the

fact that the EC has not responded satisfactorily to U.S.

requests and continues to maintain NTM's and high tariff rates

on fishery products which restrict potential U.S. exports.

Brewery Industry

The U.S. tariff, since the Kennedy Round, is 6¢ per

gallon for imported malt beverages, the lowesc of all

developed nations. Foreign tariff barriers are extremely

high and materially restrict U.S. exports of malt beverages.

Although this disparity in access was acknowledged, the
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Administration still failed to obtain any foreign concessionc

for this industry thus failing to achieve reciprocity or

equity in market access for this competitive subsector in

terns of either tariffs or NPtHi's.

Tobacco Industry

Basically believes negotiations have done a good job

and the industry finds the agreements acceptable and

beneficial.

Meat Processing Industry

The U.S. Meat Industry recommended that our trade repre-

sentatives obtain access to the markets of the developed

countries for U.S. meat. An almost total ban on U.S. meat

has long existed in the European Community. Japan has only

recnrtly permitted a trickle.

The access agreements obtained are a disappointment and

fall far short of the industry's hopes. At the same time,

it must be acknowledged that some progress was made and there

now seems to be a slight crack in doors which have been

firmly closed. This is significant.

It is vital that no barriers be established or invoked

to inhibit the movement of this additional tonnage. of U.S.

meaL.
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Further, it is recommended that a continuation of

bilateral discussions take place in a constant effort to

eliminate the tariff and non-tariff barriers which so

rigidly limit U.S. meat export sales.

Cereal Milling Industry

The summary comments on page 1 of this report properly

describe the situation as it applies to milled products.

While this competitive industry has made considerable

input, little attention was paid to its advice. Instead

of obtaining meaningful tariff and non-tariff concessions

which would represent increased export potential, the

United States has allowed the current inequitable market

access situation to remain. Thus low rates of duty will

continue to exist: for exporters to the U.S. market, while

very few meaningful concessions which would increase access

were obtained from our trading partners. Additionally,

foreign agricultural subsidy practices, especially those

existing in the EC, will continue to cisrupt the world market

situation for milled and other agricultural products.
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1. Subsidies and Dumping Code

In general, our negotiators have done a good job of negotiating

a Subsidies Code and Antidumping Code at Geneva. The important thing,

however, is the implementing legislation, the amendments to the counter-

vailing duty and antidumping statutes which will give practical effect

to the Code under American law.

In order for these statutes to be effective they must contain the

following points:

(1) lhe amount of antidumping or countervailing duty imposed

should fully offset the margin of dumping, or the net subsidy. There

is no precedent in existing law to impose less than the full amount. To

open to unrestricted subjective determination the imposition of a lesser

amount as eliminating the injury could result in settlement of most cases

at less than the full amount of the dumping margin or subsidy. Settlepoent

for less than the full amount would not discourage the unfair trade practice'

the statutes are designed to prevent.

(2) For an affirmative determination under either statute, subsidized

or dumped imports should be a "cause" of injury to a domestic industry. Thi

is the current test in the antidumping statute. To add to the antidumping

and countervailing statutes a tougher "substantial cause" test from the

escape clause Section 201 response to fair competition would result in a

tougher overall burden of proof in the unfair trade statutes than exists in

the fair trade statute. This is patently not the intent of the Administrati

(3) Injury in both the antidumping and countervailing statutes shall

be defined as anythingmore than immaterial or inconsequential. This is a

test similar to that contained in the current antidumping statute. The
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Administration has indicated it does not intend to expand the current test

of injury. By definition, if injury is more than "trifling" it is consequen-

tial or real injury. Relief from real injury should be available, at whateve

level real injury occurs, whether higher or lower on the scale of real injury

(4) From the date of filing the complaint 120 days should be a

sufficient period of time in both statutes for a preliminary determination.

Either too short or too long a period of time for investigation is detrimenta

to the interests of both importers and complainants. Other major govern-

ments are able to act even more quickly on such complaints. The ability

to operate within the proposed time limits devolves on setting priorities,

allocating resources, and ultimately upon the will of the United States

Government.

(5) After an affirmative preliminary determination, cash deposits

equal to the amount of the subsidy or the margin of dumping should be require

Most other countries require cash deposits as an incentive to terminate

dumping. If the final determination is negative, cash deposits with interest

would be returned. This requirement would cure past abuses. The recent

T. V. imports case is illustrative of the kind of past practice to which

we refer.

2. Counterfeiting Code

The Code as drafted is basically satisfactory. We hope it can be

concluded. It is essential that the present provision requiring confisca-

tion of goods as the sanction not be modified. Punitive economic loss to

the offending ,arty must be imposed to ensure that the situation does not

reoccur.

Disposal of the counterfeit merchandise should not lessen the punitive
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economic loss by allowing the confiscated goods to reenter commerce, or

to be utilized by the confiscating government. Both such actions would

be detrimental to normal sales opportunities. The wording in the implement-

ing legislation and the non-tariff Code on counterfeiting should be

strengthened to ensure that total punitive economic loss to the offending

party is achieved by only allowing the disposal of counterfeit merchandise

through destruction or donation to charity. Counterfeit merchandise should

not be allowed to reenter commerce even when the obliteration or removal

of counterfeit trademarks or trade names is required; and the confiscating

government should not be allowed to utilize the counterfeit merchandise

in any manner.

3. Customs Valuation Code

None of the provisions of Article 8 provide for the inclusion of

payments made for a quota (or portion thereof) in the dutiable value when

such payment is made by the importer (buyer) or his agent in the country of

export. Inasmuch as such payment, while not reflected in the transaction

value, is nonetheless included in the buyer's cost and will therefore be

reflected in the buyer's use cost or resale price, it should be added to

the declared value.

4. Government Procurement Code

As provided in the Administration's Textile Program, textiles and

clothing covered by the "Berry Amendment" to the Defense Department Appro-

priation Act are to be excluded from the Code's coverage. Thus Defense

will continue to purchase textiles and clothing solely from United States

sources. Both the Code and the implementing legislation should spell this

out very specifically.
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5. Safeguards Code

This Code has not been comple.ed at Geneva; however, we understand

that negutiations are continuning. Such a Code, if completed, must in no

way impinge upon the GATT Multifiber Arrangement (MFA).

6. Irmport Licensing Code

This Code is satisfactory as it stands.

7. Standards Code

The United States has surpassed the rest of the world in the develop-

ment of technical and performance standards for textiles and apparel. These

should be applied equally to imported and domestically produced items.

8. Steel Agreement

We have no comment.

9. Aircraft Agreement

The exemption of textile components from coverage should be spelled

out clearly.

10. Framework Agreement

Paragraph 5, under Point 2A, Draft Declaration on Trade Measures Taken

for Balance-of-Payments Purposes, should be eliminated. The paragraph reads'

"Reaffirming that restrictive import measures taken for
balance-of-payments purposes should not be taken for the
purpose of protecting a particular industry or sector."

11. Enforcement of United States Rights

Once the Codes and implementing legislation are adopted by Concress.

private rights of exporters, domestic manufacturers, and inmorters wil' .e

widely affected. In the United States many persons engaged ir such "Si:e

will have access to our courts in order to reverse or nmordiv .rmin.is:-at'r

decisions on valuation by Customs, standards of prodc,cts. and ethe- s-~.:*'t
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covered by the Codes. However, the same recourse is not likely to apply

in foreiqn countries--with the possible exception of the United Kingdom,

if there.

The enforcement procedures under the codes refer only to enforcement

action by other governments. Our Government decisions alone, however, will

also be open to attack in our courts by private parties. Not so abroad.

We therefore believe appropriate provision should be made for equivaler

rights of enforcement.

Ideally, all signatory countries shojld be subject to the same system

for enforcing private rights against them as exists in the United States,

and where they have no such review of government decisions in their own

courts, they should be answerable to private suits in other tribunals,

possibly of an international nature. Otherwise an inequality of enforcement

will affect all Codes and impair their effectiveness.

We recognize that such an ideal solution is remote and impractical,

though the inequality of enforceability is real, serious, and must be

addressed. Therefore we propose another remedial route.

The Codes provide for grievance pi cedures to be undertaken by one

country where breaches have been committed by another. However, unless

implementir., legislation provides otherwise, our Government officials

who are charged twi;; the responsibility may waive rights and do nothing

in the face of code violations by others. It is therefore recommended tha'

implementing legislation provide that any person whose interests are

adversely affected by any such breach, or any trade association or trade

union representing such interests, may petition the Government for remedia

action; and within a limited and specific period, appropriate officials
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must either take remedial action or furnish a full public explanation, with

adequate supporting detail as to why remedial action is not being taken.

Any such failure to act should be subject to judicial review in a proceeding

initiated by any aggrieved party.

Further, where our Government does decide to pursue remedial action

against code violations by any other country, private interests of American

business and la 'r offended by any such breach should be represented in

negotiations and in our Government's presentation of any demands for relief

Inasmuch as such Government action will be a substitute for the initiation

of private suits against the offending country, such representation and

participation by American Drivate interests in devising and prosecuting

any action to be taken by the United States in such circumstances should

involve full disclosure of information to such private representatives and

full consultation with and participation by them in decision making.

12. Private Sector Advisory Committees

The Private Sector Advisory Committee structure as established in

the Trade Act of 1974 has been a valuable mechanism for identifying objective'

and priorities for our Government during the Multilateral Trade Negotiations.

On numerous occasions the Committees provided valuable insights and advice

on the Government objectives and posture concerning foreign non-tariff barrie.

that undoubtedly prevented the seeking or acceptance of unimportant or

improper concessions.

While it is apparent that some consolidation and streamlining of the

Private Sector Advisory Committee structure can be accomplished, the Industry

Sector Advisory Committee on Textiles and Appael (ISAC 2) should be continue
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as a separate Committee witho,' any further consolidation with any other

industry groups. This Committee already represents a consolidation of two

large sectors. The special situation of the textile and apparel industries

warrants the continuance of ISAC 2 as a separate Committee, especially in

light of the new Administration Textile Program.

13. Licensing of Trademarks and Technology

The apparel industry exports to developing countries are limited.

These industries had the initiative to begin licensing products. Now

developing countries are eliminating this means of selling in their market.

At the same time these countries are asking for larger import quotas and

lower duties in the United States. We regret this problem was not addressed

at Geneva despite our early request thereon. E

14. Summary Appraisal

Our general conclusion is that, in a spirit of developing freer trade,

our negotiators have concluded a package of agreements which may eventually

facilitate and increase the flow of products between countries on a fairer

basis. However, it would be most prudent of the United States to take a

cautious approach to full acceptance of our trading partners' intentions to

implement these agreements in the same spirit as that usually demonstrated

by our Government. Through a variety of obvious and not so obvious and

devious techniques, many of our trading partners have historically successfull

favored local enterprises at the expense of foreign suppliers. Notwithstand-

ing the agreements on the new Codes, this Committee anticioates that foreign

governmeints may be slow to provide fair treatment to all suppliers.

The main trading partners--Japan and the European Community--currently

maintain various means to deny foreigners access to their respective markets.
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)apan, through the Ministry of International Trade and Industry (MITI),

exercises strong and effective administrative guidance over the trading

companies which control a major portion of Japanese trade in both directions.

A system which has restricted access of United States anu other foreign

textile suppliers to the European market continues in ;he form of the Rules

of Origin which, in violation of the GATT, were Implemented in the early 1960'

by the European Free Trade Area and subseque y expanded with the United

Kingdom entry into the European Common Market in the early 1970's. They

now cover trade between these two major blocs and many of their associated

trading partners in the Mediterranean region.

The European Community textile tariff offer is appropriate overall

but is by no means as generous as Brussels would have the world believe. In

some areas duties remain high and especially in the product areas where Unite'

States firms are world competitive.

It is therefore apparent that the Executive and Legislative Branches

of the United States Government must establish the necessary monitoring and

review of these Agreements to determine over the long term that United States

industry, workers, and consumers derive the benefits projected.

The Canddian textile tariff concessions are minimal and the Japanese

ones practically meaningless. United States concessions, while negotiated

with the Community primarily, will be extended to the developing countries

as well, of course. This makes continuation of the Multifiber Arrangement,

and firm administration of United States rights thereunder, of the utmost

importance.

The Administration's Textile Program contains a commitment that a

"sn3pback clause, effective during the implementat'on of the MTN tariff
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reductions, which will restore textile and apparel tariffs to their pre-

MTN levels if the MFA does not continue to be in effect or a suitable

substitute arrangement is not put into place, will be adopted as part of

the implementation of the MTN tariff reductions." Precise language to

accomplish this should be part of the implementing legislation as well as

of the GATT Protocol.

The Senate Finance Committee on April 5 announced tentative agreement

to include in the MTN implementing legislation an extension of the Presideiit'<

negotiating authority granted by the Trade Act of 1974. ISAC 2 strongly

opposes any extension of the President's negotiating authority beyond its

scheduled expiration date, January 2, 1980. Tariff reductions negotiated

under the Trade Act of 1974 cover almost all of the products imported into

the United States which are subject to duty. These reductions, slated to

be implemented over a period of up to 10 years, were negotiated in the context

of the general economy, as well as the health of the domestic industries

involved. We respectfully submit that it would be inappropriate to negotiate

additional reductions in duties before the full effect of the reductions

already negotiated can be measured. Accordingly, we urge that the Congress

not extend the President's negotiating authority given under the Trade Act

of 1974.
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OVERALL

ISAC 3 unanimously supports the results of the MTN and
urges passage of enabling legislation. We believe that on
balance, the ,wood products industry lost more than it gained in
tariff issues. At the same time, gains in non-tariff codes and
agreements offset the shortfall in tariff results.
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1. TARIFFS

U.S. tariff reduction offers on wood products averaged 53
percent. However, our trading partners have been less generous.

The Japanese bilateral tariff and nontariff settlement is
poor, gaining us only: a 15-25 percent reduction in plywood
and veneer duties extended over an unreasonable period of time;
a delayed 40 percent reduction on a very narrow lumber species
grouping of minimal benefit to U.S. exporters; a 33-40 percent
reduction in reconstituted wood, a small export item; and,
merely a commitment to discuss modification of plywood
standards in the.future. On a positive note, our negotiators
gained a 100 percent tariff reduction on doors and window
sashes and a 46 percent reduction on hardboard.

The Australians have given nothing in the MTN. Moreover,
outside the MTN, and even during negotiations dedicated to
reducing trade barriers, they unilaterally increased effective
tariffs by more than 200 percent on the softwood lumber items
most promising for the future of the U.S. trade.

The Canadian negotiation offers a harmonized tariff reduction
on softwood plywood contingent on the establishment of mutually
satisfying North American softwood plywood standards and
indicates a willingness to correct certification methods on
hardwood plywood. If this negotiating package is concluded, it-
should be beneficial to the U.S. industry.

The EC offer on plywood seems marginally advantageous. A
30 percent reduction in tariff, though not as much as was hoped
for is satisfactory. The 50 percent increase in quota to
600,000m3 is helpful, however, it is still 100,000m3 less
than the voluntary quota afforded in 1978 and 1979. In
addition, reduction in thickness affecting this quota provides
some benefit. The EC offer on lumber is according to formula.

The softwood plywood industry and several members of the
TSAC reauested certain U.S. tariff actions that were denied by
-re USG.
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2.B. COUNTERFEITING

ISAC 3 supports a code on commercial counterfeiting.

We have industry grading and verification systems in wood
products with considerable integrity. Furthermore, a number of
products have brand names of long standing. The counterfeiting
code appears to give protection and remedies in world trade
that had not existed heretofore. However, we also recommend
the inclusion of copyrights. In addition, we strongly urge
that certification marks be included.
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2. C. CUSTOMS VALUATION

ISAC 3 supports the Customs Valuation Crde agreement. We
are particularly supportive of transaction value aspects of the
code.

In supporting the Customs Valuation Code, ISAC 3 believes
that optimum code benefits will be achieved o ly through
satisfactory implementation of enabling legislation.
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2.D. FRAMEWORK

ISAC 3 supports the various agreements making up the modj 'i-
cations to the Framework of the GATT conditioned on enactment
of satisfactory implementing legislation.

The complaint and dispute settling mechanism appears to
offer an improved means of dealing with trade disputes.
Continuing negotiations on export controls could help the wood
industry resolve supply issues.

The LDC's are now, and can increasingly become, major
competitors to U.S. wood products producers. Thus, a means of
graduated and timely withdrawal by them from preferential
arrangements gained through their LDC status will assure
equitable competition in the U.S. and in other countries.

The criteria necessary to show balance of payments
difficulties seems to benefit the U.S.
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2.E. GOVERNMENT PROCUREMENT

ISAC 3 supports the intent of Government Procurement Code.
We particularly endorse the transparency provision but cannot
e--aluate whether wood products would benefit or be damaged from
cude until transparency is achieved.

We believe that implementing legislation should require
very close monitoring.

We are not sure whether the wood products industry will
benefit or be harmed to any significant degree frc -'is code.
We have little evidence that our industry has been
discriminated against by foreign government buying practices.

On the other hand, the code, particularly its transparency
provisions and mandatory coverage of specified foreign
agencies, does seem to benefit U.S. industry as a whole and
might benefit the wood products industry in the future.
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2.F. IMPORT LICENSING

ISAC 3 supports the Import Licensing Code.

Due, however, to the traditional channels with the
international trading of wood products, no ISAC member has
personal knowledge of difficulties in this area, although they
may exist. Implementation of this code should benefit in
principle any U.S. exports.



2.G. SAFEGUARDS

ISAC 3 supports the Safeguards Code contingent upon our
review in its final form. It seems to benefit U.S. exporters
generally.

The code, as finally drafted should give the U.S. producer
the same protection domestically that he has had under the
Trade Act of 1974.

We would also encourage U.S. negotiators to agree to let
safeguards be used selectively.

Implementing legislation must include steps that speed up
processing safeguard claims.
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?.H. STAND\ARDS

S'\C 3 supports the standards code with reservations.

!-) :,te positive side the code offers a vehicle [or U.S.
.7o, D;rotlucts exporters to deal !i.h major nontariff barriers

a' :xh;st in many countries.

Purther, the code provides for potential agreement between
countries on reciprocal acceptance of standards. The potential
iler- js excellent, even though there will be practical problems
o, implementation.,

In a.dd ition, the code encourages acceptance of reciprocal
certification. This can provide advantages to U.S. producers.

Because of variations in wood species, performance
standards are generally preferred by the wood products industry
and we note that they are encouraged by the code. This is a
major advantage to the U.S. wood products producers, who have
long argued for performance standards as opposed to any other
kind of standard.

Also the code provides a means for channelling and settling
disputes. Time limits exist for international dispute
settlement procedures. We would urge rapid processing of
complaints to be indicated in the domestic implementing
legislation.

Finally, the code encourages the long term establishment of
international standards. This may provide some advantages to
the U.S. exporter.

However, the possibility that international standards that
are detrimental to our industry may be established, plus the
clear statement that government will use all reasonable means
available to encourage private standard conformity, may bode
problems for the U.S. wood products industry. Therefore, the
enabling legislation should avoid making adoption of
international standards mandatory.

In addition, ISAC 3 urges enabling legislation to be drawn
so that voluntary standards use will not be denied U.S.
producers unless the standards complained of were expressly
developed to provide obstacles to international commerce.

We oppose undue USG regulation of private industry
standardization activities, as exemplified by current FTC
proposed trade regulatory rules on standards. Enabling
legislation should not reflect the same philosophy.

BEST COPY AVAILABLE
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.7.SU!.nPSTDIES

' sppots the Su;srldies/Coulntervaili jng Measures Code.

,; ountr ies sjbs dize tlheic Eorestry and wood products
.i u,":;.ci;.ling indust:'ies. Fur:ther, some provide under certain

.- ;;.stalces, subsidies specifically for export. The code
'ai\' p-ohibits the latter and gives added and needed

nroLec t:ion against internal subsidies.

'The procedures which force signatory LDC's to phase out
these exponrt subsidies enhances U.S. industry's competitive
pr i tion both here and abroad.

Further, the broadened injury test seems to offer benefits
oc domestic industry and the concept of serious prejudice
appears to benefit U.S. exporters.

The use of DISC has been a major asset in increasing
>xp:orts and would be a major loss if it were relinquished.

BEST COPY AVAILABLE
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1. OVERALL

ISAC #4 representing the American pulp, paper, and

paperboard industry reviewed the progress made to date by

the U.S. Government on non-tariff codes. From the onset of

the Tokyo Round, the U.S. paper industry supported liberali-

zation of trade as the best means of increasing U.S. exports.

Lack of transparency, arbitrary trade actions by foreign

governments and growing interference with the flow of trade

led our ISAC to believe that internationally agreed upon

non-tariff codes would be essential if long-term trading

conditions are to be improved.

For the paper industry, the prime objective in these

negotiations has been reduction of tariffs. Nevertheless,

reduction of non-tariff barriers is significant for our

industry because of the impact that the overall increase in

U.S. exports has on the paper industry's indirect exports,

i.e., domestic sales of paper industry products that take

place only because of the export demand for the products of

another industry. As the overall trade increases, so do

paper industry indirect exports. Packaging is the most

easily understood example, but there are several other

forms of indirect exports. We estimate the paper industry's

indirect exports for 1977 at about $5 billion.
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1. OVERALL

Although a number of important details must st . be

negotiated in some of the codes, we believe that the U.S.

Government has achieved a number of major breakthroughs

toward improved international discipline, greater trans-

parency of trade actions, and settlement of disputes --

all the essential prerequisites for an expanded world

trade.

Whether the non-tariff codes will achieve their

objectives will depend, to a major degree, on the effective-

ness of their future enforcement. Consequently, we would

like to emphasize, at this time, the necessity for future

consultative arrangements between the government and industry.

In negotiating the non-tariff codes, the U.S. Government

has had to meet some of the demands of other negotiating

nations. On balance, however, we feel that reciprocity will

be achieved to a degree consistent with the objectives of

these negotiations.

ISAC #4 believes that implementing legislation should

include certain points to assure that full benefits of the

agreements are realized. Our recommendations are included

as a part of this report.
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2.A. AIRCRAFT AGREEMENT

The Committee has considered the Aircraft Agreement

and believes the matters it covers are not of significant

interest to this sector. For this reason, it does not

appear appropriate to report on the agreement.
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2.B. COUNTERFEITING

The Commercial Counterfeiting Agreement essentially

extends U.S. law on this issue to our international

trading partners. The Agreement will be indirectly beneficial

to the paper industry to the extent that U.S. exporters of

trademarked merchandise use paper to produce, or to package,

these products. This ISAC endorses recommendations made by

the U.S. Chamber of Commerce that certain due process safe-

guards be included in the final agreement.
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2.C. CUSTOMS VALUATION

The Customs Valuation Agreement should be of signifi-

cant benefit to exporters of those paper products with

higher value added. The paper industry also will benefit

indirectly through exports of products that use paper, as

for example in packaging or publications. These benefits

will come through the anticipated reduction in the arbitrary

"uplifts" to prices -- sometimes exceeding 50 percent -- so

often applied by foreign governments before assessing

duties.

There should only be a minor reduction in protection

for all U.S. industries resulting from this Agreement. The

American Selling Price system -- the major non-tariff

measure in U.S. valuation law -- used for chemicals, rubber

footwear and certain other products, is to be replaced by

tariff rates that should give equal pen :ection. A worth-

while benefit of this agreement is C'er, elimination of many

technical problems present in current U.S. customs valuation

law.

The agreement provides a choice of using FOB or CLF

valuation. At this point in time, this Committee believes

that it is appropriate for the United States to remain on

an FOB valuation basis.
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2.C. CUSTOMS VALUATION

The Committee supports continuing efforts by the U.S.

Government to secure maximum participation by less

developed countries.
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2. D. FRAMEWORK

1. Enabling Clause/Reciprocity/Graduation

ISAC #4 agrees with the principles outlined in this

section of the Agreement. Full reciprocity from developing

countries cannot be expected, but contributions from

developing countries should be subject to "graduation,"

i.e., their contributions should increase consistent with

their stage of development and future development needs.

This will meet our objective that developing countries

accept greater obligations under the GATT as their economic

conditions improve. We are also in full accord with the

proposition that special and non-reciprocal treatment of

the developing countries by the developed countries is a

voluntary not a mandatory action within the framework of

the GATT.

2. Tr-de Measures for Balance of Payments Purposes

We support the objectives stated in the preamble to

this section of the framework agreement and the provisions

which call for signatories to give preference to those

measures having the least disruptive effects on trade. The

notification and consultation provisions also provide a

significant step forward. In general, this section of the

framework agreement is likely to provide for greater equity

and fewer disruptions of trade when measures are invoked

for balance of payments purposes.
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2.D. FRAMEWORK

3. Safeguard Action for Development Purposes

This section of the framework is completely acceptable.

Broadening the provisions of Article XVIII does not create

problems for our industry since the objective of minimizing

trade disruptions when such actions are taken is still a

part of Article X7III.

4. Dispute Settlement

The dispute settlement provisions are acceptable.

ISAC #4 recommends that, to the extent possible, the time

limit for panel proceedings on conflicts not covered by

specific agreements be strictly adhered to.

5. Export Constraints

It is unfortunate that it has been impossible to

negotiate a draft to modify existing rules in the GATT with

regard to export controls. ISAC #4 urges the United States

Government to continue to press for resolution of this

issue in the post-MTN period. Although recognizing that

improvements in dispute-settlement procedures will help

reduce arbitrary invocation of export controls, this area

should continue to be one of high priority for subsequent

negotiations.
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2.E. GOVERNMENT PROCUREMENT

It has been most difficult to discourage discrimination

in Government Procurement because of existing preferences

for domestic suppliers and the non-existence of a comprehen-

sive control system. A Government Procurement Agreement for

insuring competition is much needed, but its success will

depend on the effective monitoring of performance by others

under this Agreement. We strongly endorse the U.S.

negotiating objective of transparency by the signatories to

the Agreement. Unless the enforcement procedures insure the

total openness or transparency, perpetuation of the present

discriminatory system of government procurement will result.

In regard to Scope and Coverage, we expect that the

principle of equal trade opportunity will be maintained and

that allowed exceptions will not be abused to permit discrim-

ination against U.S. suppliers.

It is important in the case of Special and Differential

Treatment for Developing Countries, thrt realistic con-

siderations be made to accommodate their financial, trade,

1 and development needs. However, when they reach the stage

of advanced industrial countries, they must accept the full

obligations of this Agreement.

This Committee encourages inclusion of additional

entities and a lowering of the threshold level.
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2.F. IMPORT LICENSING

ISAC #4 is in full agreement with the principle that

import licenses covered by "automatic" licensing systems

should be granted promptly (i.e., within 10 working days

from time of applications). Decisions on whether or not to

grant non-automatic licenses also should be made promptly.

We are fully in accord with the principle that the period

of duration of a license should be long enough not to

preclude importation from taking place. Further, we

believe that the provision of information concerning the

number and value of licenses granted (in the case of non-

automatic licensing systems) and the publication of infor-

mation on the administration of quotas will work to

liberalize trade, especially with developing countries

where problems with such systems are the most common.

ISAC #4 believes that further development of the

section on consultation and dispute settlement might be

useful to clarify the relationship between the licensing

agreement and the GATT Articles XXII and XXIII.

ISAC #4 also would urge that continued efforts be made

to have developing countries accede to the agreement. In

addition, it is vital to have a central point in the United

States Government to which specific complaints can be brought
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2.F. IMPORT LICENSING

and from where information can be obtained. We hope, there-

fore, that this will be included in our own implementing

legislation.



2.G. SAFEGUARDS

The comments of this ISAC pertain to the present draft

of this agreement.

ISAC #4 fully endorses the basic principles of the safe-

guard agreement and recognizes the necessity for affording

temporary relief to domestic producers from seriously injuri-

ous import competition.

We are in concert with the basic philosophy that safe-

guard action should be restricted to those areas established

under GATT Article XIX and be in accord with other provisions

within this code. We recognize that compliance depends upon

the obligations accepted by the parties concerned and it is

hoped that safeguard actions taken outside the scope of GATT

Article XIX will be kept to a minimu-m.

The factors set forth for the determination of serious

injury are acceptable and should offer a broad enough

spectrum of consideration for any injured party.

The conditions of safeguard set forth in chapter 2

embrace the basic principle of offering temporary relief to

the injured party and not establishing a permanent barrier

to trade. The determination of a representative previous

period should perhaps be more definitive.

ISAC #4 endorses the principle of negotiated selective

safeguards as being the fairest manner of employing safe-

guard action and the least injurious to third parties. It
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2.G. SAFEGUARDS

is hoped that this method will become the basic text of

chapter 4. We do not support any action that would disrupt

third party markets and believe it is the responsibility of

the major parties concerned to avoid such disruptions.

We fully endorse the formation of a committee to sur-

vey and settle disputes arising from safeguard actions. A

yearly review of any actions in effect should be made and

corrective recommendations should be suggested to the

parties involved

This industry recognizes that special benefits must

be afforded developing countries and that, if safeguard

actions must be taken, care must be exxercised to minimize

negative impact on their economic development. The deter-

mination of the attainment of higher level of development

by these countries may produce a grey area and should

perhaps be determined by the committee. We would hope the

text of chapter 8 would provide for this.

It is the recommendation of ISAC #4 that any and all

safeguard actions should terminate in not more than a 5-7

year period. This is consistent with the principle of

offering temporary relief to concerned parties while main-

taining free and open worldwide competition.
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2.H. STANDARDS

This industry represented by ISAC #4 produces a wide

variety of products utilizing mechanical and chemical wood

pulps, recycled and synthetic fibers and other raw

materials. The products of the paper industry are manu-

factured to standards and technical specifications which

meet the requirements of the end-users of these products.

Even though the U.S. products might be fully acceptable to

the end-users, our trading partners have been able to in-

troduce product specifications and standards that best

suit their individual situations resulting in stfandards

which discriminate against paper products produced in the

United States.

The standards agreement will help prevent manipulation

of product specifications and standards to discriminate

against imports.

The agreement also allows the use of voluntary stan-

dards, a provision strongly endorsed by this ISAC.

The Committee believes the standards agreement to be

a realistic and workable approach to the question of

technical barriers to trade and supports its adoption in

the form set forth.

50-151 o - 79 - 6
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2. I. STEEL

The Committee has considered the issue of Steel and

believes the matters covered by the code arc! not of sig-

nificant interest to the sector. For this reason, it does

not appear appropriate to report on the code.
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2.J. SUBSIDIES

We endorse the results of the negotiations on subsidies

(countervailing duties and antidumping) covering direct and

indirect export subsidies, and non-export subsidies under the

two-track system of enforcement. The existing U.S.

countervailing law has proven to be difficult to enforce.

Therefore, what the United States may appear to sacrifice in

having to institute an injury test is more than offset iy the

advantages that accrue to U.S. industry by this two-track

system of enforcement.

ISAC #4 believes that the modification of Track I and the

institution of Track II greatly enhance the international

approach to a fair treatment for U.S. products on a worldwide

basis particularly if an international panel is established to

put real teeth into the enforcement procedures.

We are in agreement that the proposal be approved to

introduce into the Antidumping Code injury/causality/regional

market criteria and the transparency provisions (i.e., public

notice requirements, etc.) negotiated in the subsidy/CVD

context.
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2.5. SUBSIDIES

While we have been advised that no action will be

proposed in the MTN negotiations or to Congress regarding

DISC, we want to go on record that the advantages which

accrue to our trading partners from such things as border

taxes, indirect taxes, etc., make it advisable to maintain

DISC in its present form both as an export incentive and a

future negotiating tool. Until some reasonable resolution

can be reached in an international tax conference, we urge

the Government not to forfeit the advantages of DISC.
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PRELIMINARY REPORT ON TARIFFS

For the U.S. paper industry, tariff barriers are the most

important obstacle to trade. Without tariff reductions, the

U.S. paper industry faces high tariffs in Japan and Canada--two

potentially important markets. Our largest market is the

European Common Market and there we are confronted not only

with high tariffs (8-14%) but, what is more important, with the

lack of tariff parity with our major competitors--the Nordic

countries. This lack of tariff parity came into being when the

EC and EFTA countries agreed to create free trade zones between

these two large trade blocs. Consequently, by January 1, 1984,

all imports from Scandinavian countries will enter the EC duty

free. In such products, as for example, printing/writing

papers and coated bleached kraft board used in packaging, the

disparity in tariffs is already 6%. For uncoated kraft paper

and board the disparity is now 4%. Without the reductions

negotiated in the MTN, this disparity will widen endangering

our very presence in that market.

It; is for these reasons that 'SAC 4's prime objective in

these negotiations ,as significant reduction of tariffs. We

should stress that the U.s. paper industry, when not hindered

by tariff and non-tariff barriers, is cost competitive anywhere
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PRELIMINARY REPORT ON TARIFFS

in the world and, based on a renewable resource, is a natural

long-term exporter.

In its advisory report, this ISAC identified three

markets--EC, Canada and Japan--as the most important to

achieve tariff concessions. In addition, we also identified

other specific countries where reductions of tariffs on specific

paper products would be helpful.

At this point we can only present to Congress our pre-

liminary assessment of the results of tariff negotiations in

our sector for two reasons:

1. In the EC, the offer on tariffs in the major product

area "kraft pape;. and paperboard:' cannot be evaluated because

a question of tha daefinition of these products--a key ingredient

in U.S. requests--has not yet been resolved. ISAC 4 evaluated

EC objections to th, U.S. request for a change in the EC

definition on ,.raft which con:;titutes a major non-tariff barrier.

The U.S. offered a fai.r ;nd equitable solution to the problem,

hut as of this dl=, tlhe i Ague is sti.ll pending. For the U.S.

paper industry, ., value of the EC tariff offer on kraft

would be greaLly impaired if the problem of definition is not

resolved. We urgently seek resolution of this orhnlPm
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PRELIMINARY REPORT ON TARIFFS

2. We cannct yet evaluate the tariff concessions that

might be offered by less developed countries because this

information is not available at this time.

Most U.S. tariffs on paper and paperboard are low. Under

the present offer, our tariffs will be reduced by the maximum

amounts permitted by the 1974 Trade Act. Thus the U.S. paper

industry will lose whatever small protection these tariffs have

offered. Nevertheless, we are prepared to support the U.S.

offer which is consistent with the U.S. paper industry's support

of trade liberalization provided that we can reduce substantially

barriers to our exports in foreign markets.

On balance, looking at all our markets, we believe that

the tariff concessions obtained by our negotiators will make

an important and lasting contribution to strengthening the U.S.

paper industry's great export potential especially if the pro-

blems mentioned in this report are resolved.

Below are our comments on the three major markets:

JAPAN

ISAC 4 is particularly pleased with the tariff offers

which our negotiators have been able to obtain. These are

significant decreases from the currently applied rates, and
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PRELIMINARY REPORT ON TARIFFS

should be of material benefit to both U.S. industry and our

Japanese customers. The product coverage in the offers is

brad and includes all product categories potentially signi-

ficant in trade with Japan.

We recommend:

1. That Japan's reductions in tariffs start from the

"applied" rates not the "bound" rates for all products on

which offers have been made.

2. Given the delayed staging for kraft linerboard, we

urge our negotiators to seek accelerated stag:.ng of tariff

reductions from the applied rates for other maujor paper

products.

CANADA

The Canadian offer on tariffs for paper and paperkzrd

is acceptable although their levels of duty remain significantly

higher than those of the United States. ISAC 4 believes that

the tariff agreement overall is positi`ve and will provide

increased opportunities for trade between both countries.
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PRELIMINARY REPORT ON TARIFFS

There are. two areas of major concern to which the industry

and the U.S. negotiators should stay alert. The first concerns

the duty levels on kraft linerboard and bleached board which

were not reduced commensurately with other products. The

Canadian industry producing these two products is of inter-

national standing and should not need such protection. We

urge U.S. negotiators to seek reductions on these two products

to at least 6.5% in bilateral negotiations or have certain

U.S. concessions to them withdrawn.

The second major ccncer1x is in the area of staging. Since

U.S. duties are already low ir relation to Canadian, we feel

strongly that US. duty relucr..ions should be staged no faster

than by the eight equal inc;:ements presently agreed to.

EUROPEAN COMMUNITY (EC)

Our basic objectives in tariff negotiations with the EC

were:

1. To achieve parity on kraft products with our major

competitors in the EC--the Nordic Countries, and

2. To achieve reasonable reductions (at least formula)

on printing and writing papers, non-kraft specialities,

and converted products.
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PRELIMINARY REPORT ON TARIFFS

The following schedule was accomplished on the major categories

of paper and paperboard products:

Percent
Present Rate Offer Reduction

Uncoated kraft paper and
paperboard (unbl., bleached
or semibl.) 8% 6% 257%

Clay or polycoated bleached
board 12% 8% 33.3%

Printing/writing paper and
non-kraft specialty papers 12% 9% 25%

We recognized that during this negotiation it woul¢' be-

difficult for our Government to achieve our objective of parity

with the Nordic Countries. While the reductions attained are

less than a formula cut, ISAC 4 believes that this was a

commendable achievement because of the strong protectionist

pressures existing in the EC paper sector. Over the long term,

m the U.S. Government should continue to pursue the ISAC 4

basic objective of tariff parity.

It is also the feeling of ISAC 4 that the matter of

staging is critical. The tariff concessions achieved are

considered to be minimal and we urge that they be fully

implemented to assure agreed upon full reductions.
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PRELIMINARY REPORT ON TARIFFS

An extremely critical issue which has arisen during the

negotiations is that of a proper product definition for kraft

paper and paperboard. The current EC definition, if enforced

by EC Customs would represent an insurmountable non-tariff

barrier to U.S. trade. The definition that U.S. industry

recommends has been agreed to in the Harmonized Systems

Committee cf Lkt;e ::C by all participants including the EC. The

CCC definilu!.an asUL-es superior products for our customers at

cf)mpetitive costs.
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ADDENDUM

Preliminary Report on Tariffs

Canada

At the time the report was written, the ISAC

members were unaware that Canadian concessions on several

grades of printing/writing paper were conditioned on a delay in

staging. Subsequent to the ISAC meeting, Zanada made a

proposal to forego the delay in staging on the printing/writirg

papers in return for (1980) implementation of the final U.S.

tariff rate on TSUS 252.67, opposed the Canadian proposal,

while several othc: ISAC members interested in exports of

chemical pulp printing/writing paper to Canada felt that it

would be advantageous. All members attempted to obtain

information as to the length of the intended delay in Canadian

staging, but this information was not available.
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ADVICE ON IMPLEMENTING LEGISLATION

1. We recommend that the President be given an extension of

his tariff negotiation authority.

2. Implementing legislation should reflect provisions of

negotiated codes and agreements as closely as possible.

3. ISAC 4 recommends that implementing legislation relating to

the Import Licensing Code provide for a central point in the

U.S. Government to which specific complaints cars be brought and

from where information can be obtained.

4. ISAC 4 believes that enforcement of the countervailing duty

and antidumping laws must be strong, fair and effective. At

the same time, in fashioning relief for the injured industries,

the Government must have the necessary flexibility to affect

relief without creating widespread retaliatory trade problems.

Such relief would include negotiated solutions where

appropriate.

5. ISAC 4 strongly urges that implementing legislation contain

provisions for the continuation of the private sector advisory

process with each major industry sector represented. There

should be an advisory mechanism to deal with functional issues

as well and each sectoral committee should be given an

opportunity to participate when appropriate.



70

ADVICE ON IMPLEMENTING LEGISLATION

6. ISAC 4 recommends that there be an expression of

legislative intent .:hat forl.r.ign trade is a matter of national

priority and thus cf., ::.t ; ii S. Governmental organization

for dealing writlh ;,:',i t .. ade policy and programs is impera-

tive. Better coordination of trade policy and programs is

necessary, but specific legislation dealing with governmental

reorganization should be left to the immediate post-MTN pe ..od.
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1. OVERALL

GENERAL

ISAC #5 has been closely involved and active in the

advisory process for the industrial chemical and fertilizer

industry sector. The Cormmittee believes this has been a

most useful process and compliments the governmLent person-

nel who have worked so hard to make the advisory system

successful.

The Committee believes some on-going advisory process

will be essential if the post-MTN implementation benefits

are to be realized. The Committee would urge that such an

on-going advisory process be established -- it would also

help in the development and maintenance of a constructive

U.S. international trade policy.

The MTN Package

The Committee has concluded after close evaluation of

this extremely complicated MTN agreement that on balance

the tariff and non-tariff measure agreements are acceptable

to the Committee.

The Committee believes that its major charter is related

to the review of the tar::.ff-cutting agreement and codes

included in the bTN package as they impact the chemical

sector. There is also, however, a sense of responsibility

to comment on both the implementing legislation and
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administrative actions required by the MTN. Since this latter

aspect of the process i.s sc-.l going on at'this writing, the

Committee's approval is confined to the Codes per se and the

tariff reduction as they apply as of &ei, date.

There are two items currently being considered in the

implementing legislation which are of concern to the Comrmit-

tee. First, the extension of negotiating authority as

described in the Senate Finance Committee.'s April 5, 1979

Press Release (#112, page 8). ISAC #5 strongly urges the

Congress not to grant the extension of tariff-cutting

authority described. The ISAC believes this is an unwarranted

and unnecessary extension of authority and totally unappropri-

ate to include such an important authority extension in the

implementing legislation. The ISAC believes that the

"housekeeping" authority already provided in Section 124 of

the 1974 Trade Act is sufficient.

Second, the ISAC is strongly opposed to granting the

President authority to conduct auctions for import licenses.

The implementing legislation relating to the Import Licensing

Agreement currently contains such prospective authority.

The ISAC strongly urges its removal from the implementing

legislation.
.

q

4
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2 .A. AIRCRAFT

The Commnittee has considered the issue of aircraft and

chooses to make no comment because the specific details of

the agreement itself are noc of significant importance to

the chemical sector. For this reason, it does not appear

appropriate to report on the agreement.
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2.B. COUNTERFEITING

The Committee has considered the issue of counter-

feiting and endorses the concept and need for the development

of an internationally agreed to counterfeiting code.



2.C. CUSTOMS VALUATION CODE

In general, the Committee finds this code to be accept-

able. However, it should be noted that the Committee

believes several technical aspects of the code were not

properly treated. For example, the text of Article 8, l(c)

and l(d) could result in the opportunity for automatic up-

lift of chemical imports into many countries.

The necessary implementing legislation and administra-

tive actions required to make this code operative are very

important. The Committee's endorsement is limited to the

code itself and in no way implies endorsement of an as-yet-

unavailable final integrated customs package in the code,

the implementing legislation, and administrative actions.
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2.D. FRAMEWORK (GATT REFORM)

1. Differential and More Favorable Treatment: Reciprocity
and Fuller Participation of Developing Countries

This "code" is designed to permit GATT contracting

parties to accord differential and more favorable treatment

(re tariff and non-tariff matters) to developing countries,

without according such treatment to other contracting parties.

ISAC 5 agrees in principle with the proposal, but feels

that the subject text should appear as a GATT Declaration,

rather than a new Article in the General Agreement.

ISAC 5, while recognizing the pragmatic and political

rather than jurisprudential nature of the GATT, still feels

it would be desirable to include in the subject text general

criteria for triggering a question on whether a reclassifi-

cation of degree of development of a contracting party should

be considered.

Furthermore, if a developing contracting party attains a

high degree of sophistication in a given manufacturing area

(e.g., Mexico in petrochemicals) with the consequence that it

is fully competitive with world sources of such manufactured

articles (even though it remains relatively undeveloped in

other commodity areas), special and preferential treatment

should not be permitted in that sector.
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ISAC 5 agrees fully that developing countries should

expect to participate more fully in the framework of rights

and obligations under the General Agreement with the pro-

gressive development of their economies and improvement in

their trade situation.

2. Trade Measures Taken for Balance-of-Payment and
Development Purposes

ISAC 5 endorses the principles stated in the preamble

and agrees generally with the other issues relating to

measures taken for balance-of-payment purposes.

ISAC 5 agrees in principle with the issues relating to

safeguards for development purposes, but feels that language

of Paragraph 2 should be more restrictive and that review by

GATT of the effect of the procedure of Paragraph 2 should

occur no later than five years after implementation.

3. Notification. Consultation. Dispute Settlement and
Surve llance

ISAC 5 is in general agreement with this proposal.
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2. E. GOVERNMENT PROCUREMENT

Increasing government ownership and direct involvement

in the productive capacity of basic chemicals is of concern

to the industry. Accordingly, the Committee believes this

code is a step in the right direction. However, the Congr.ss

should ensure that the implementing legislation does not

create a bureaucratic burden when it establishes the neces-

sary administrative procedures to monitor and enforce the

Code.

ISAC #5 has the following additional concern:

Transparency -- Full disclosure to an unsuccess-

ful tenderer of the name of the winning tenderer, the

contract price, and other pertinent information (e.g.,

changes in specifications) necessary to evaluate a

losing bid is absolutely essential to the effective

working of the Government Procurement Code. Part

VI.6., however, sets up a government-to-government

mechanism to transmit such price information on the

contract to the unsuccessful tenderer (rather than

a direct response from the purchasing entity to the

tenderer). This mechanism has the potential. of

imposing serious bureaucratic delays, of causing the

inefficient transmission of complicated technical

specifications and of adding significantly to the cost.

of doing business.



2 F. IMPORT LICENSING

The Committee accepts the provisions of the code. How-

ever, it vigorously opposes inclusion in the implementing

legislation of any prospective authority for the President,

at his discretion, to conduct auctions for licenses to

import any products subject to quantitative restrictions or

to international agreements.



xl

2. t. STANDARDS

1. The Code on Technical Barriers to Trade is acceptable to

ISAC #5.

2. With respect to implementing action for this code,

ISAC #5 believes that either the basic legislation

implementing the entire code package or the specific

legislation implementing the Code on Technical Barriers

to Trade must contain the following two provisions:

a. A definitive legislative commitment to the

existing private sector standards making system

in the United States. Coupled with this a

directive to the Administration to provide for

the centralized functions required by the code

in order to carry out the reporting, analytical,

and informational systems obligations of this code.

b. A definitive legislative commitment to continued

and increased participation of private sector

technical advisors in the dispute settlement

mechanism.

3. ISAC #5 recommends that provisions of Toxic Substances

Act (TSCA) Sections 5, 8, and 14 and Federal Insecti-

cide, Fungicide and Rodenticide Act (FIFRA) Section

3C(l)(d) arid 10(g) which appropriate the property of
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any innovator for the benefit of competitors, be sus-

pended pending the negotiation of international

agreements which will provide protection for the

developers and owners of data. ISAC #5 recommends

that such suspension be included in the implementing

legislation.

4. ISAC #5 takes note of the fact that negotiations are

needed to establish the acceptability by other coun-

tries of test data developed in the United States.

ISAC #5 recommends that implementing legislation pro-

vide for negotiation by the Special Trade Representative.



2.1. STEEL

The Committee has considered the issue of steel and

chooses to make no comment because the specific details of

the agreement itself are not of significant importance to

the chemical sector. For this reason, it does not appear

appropriate to report on the agreement.



2.J. SUBSIDIES

The Subsidies Code, the legislation implementing the

code, and the regulations administering the legislation are

extremely important to the U.S. chemical industry. Important

changes have taken place and will continue to occur in the

international structure of the chemical industry. Many

foreign competitors of American companies are either owned

or controlled by governments. In sokne countries costs of

raw material inputs may be determined or influenced by

governments, with the resulting costs unrelated to market

prices. Other forms of direct and indirect subsidization

are increasing. For these reasons the chemical industry

believes an effective Subsidies Code, supported by proper

implementing legislation and strong administration, is

essential to prevent subsidized chemicals from disrupting

the U.S. market and displacing exports from the United States.

ISAC #5 believes our U.S. representatives have negoti-

ated a useful Suboidies Code, which will prove to be

particularly important in the future. In ganeral, ISAC #5

supports the Subsidies Code provided the implementing legis-

lation and administrative guidelines include the following

provisions:

1. That the injury criteria as stated in the Senate

Finance Committee version be maintained.
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2. That the occasions when the administering authority

is permitted to exercise an option to discontinue

investigations on acceptance of "voluntary under-

takings" be carefully proscribed and limited.

Industry advice should be required in the process

of discontinuance and termination. Adequate

Congressional oversight should be provided for any

resulting "orderly marketing" types of agreements.

3. That shorter time limits are established than at

present, including prompt action on provisional

measures, and an overall time limit for final

determinaticl of about six months, with subsidy

and injury investigated concurrently.

4. That imposition of the countervailing duty is

mandatory when the requirements of the legislation

have been met and the amount of such duty is equal

to the full amount or total of the subsidy itself.

5. That there is provision for dealing with the complex

problem of subsidy resulting from State ownership

or control, including "constructed value" as one

approach.
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6. That no implementing legislation is introduced or

adopted that would repeal DISC or indicate any

intent to repeal DISC. The legislative history

should clearly state such Congressional intent.

7. That precise language is included on country of

origin and transshipment to avoid circumvention

of the code.

8. That responsibility for Article XVI procedures

(track 2) is assigned to STO, or to a new trade

department if such is established. This agency

should be charged with resolving each case within

the time limits prescribed in the code.

9. That a directive is given to the Administration to

undertake further consultation:s on trade distortions

caused by differences in taxation systems. The

legislative history should clearly state such Con-

gressional intent.

10. That a structure for industry advice is provided

in both domestic procedures and in code dispute

settlement procedures.

U.S. antidumping law should be conformed to the Subsidy/

Countervailing Duty legislation.
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The tariffs negotiations are of primary importance to

the U.S. chemical industry. The initial tariff offers tabled

in Geneva in January and April 1978 would have resulted in an

inequitable and unbalanced tariff agreement in the chemical

sector. U.S. chemical tariffs for example would have been

cut by an average of approximately 55 percent (trade-

weighted), compared to only 40 percent by the European

Community.

In order to achieve the sectoral balance and equity

envisaged by the Congress, ISAC #5 proposed several objec-

tives for the Tokyo Round. The U.S. Goverrnent's subsequent

adjustments of base rates and the adjustment of tariff offers

have come a long way toward achieving the desired changes.

The tariff offer initialled in Geneva on April 12, 1979,

provides the following:

a. Less-than-formula cuts for specified petrochemical

products, for other justified products and for a

specified list of benzenoid products.

b. Conversion to an ad valorem basis for almost all

chemical products, which will eliminate the

erosion of tariff protection due to inflation.

These changes result in a decrease in the average tariff

cut to about 35 percent, more equitably in line with the
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reported tariff cut of the European Community's chemical

sector (34 percent), as shown in the bilateral comparison

in Table 1.
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TABLE 1

Comparison of Offers - Industrial
Dutiab'.e Imports

ISAC: 5 Industrial Chemicals

TOTAL
IMPORTS

$ MILL

-Global

US - World

EC - World

JPN - World
(GATT)
(Applied)

CND - World
(GATT)
(Applied)

US - LDC

Bilateral
US - EC

EC - US

US - JPN
JPN - US

(GATT)
(Applied)

US - CND
CND - US

(GATrT
(Applied)

1,329

4,432

1,136
1,136

734
734

151

698

1,342

178

427
427

149

571
571

1976
AVE

10.6

10.1

6.6

* 13.5
7.1

7.1

11.2

10.8

11.3

9.1
5.9

6.8

13.5
7.0

April 1979
LATEST DEPTH
OFFER OF

AVE CUT

6.8

7.5

5.1
5.1

6.7
6.7

4.4

7.3

7.2

7.7

5.0
j.0

4.0

6.9
6.9

36

26

49
23

50
5

38

35

34

31

45
15

40

49
1

50-151 0 - 79 - 8
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While the United States has negotiated the removal of

the American Selling Price method of customs valuation, a

number of benzenJid products have been given less-than-

formula cuts. This provision plus the other provisions in

the total U.S. tariff package have resulted in an agreement

which can generally be supported by the Committee.

There are still a number of remaining policy and pro-

cedural questions related to the tariff negotiations.

ISAC #5 is seriously concerned that they be resolved in a

fair and effective manner:

1. Implementation. No tariff reduction should be

implemented unless the enidie package of codes

is approved and implemented by Congressional

action.

2. Rounding. ISAC #5 unanimously urges that the

tariff rates listed in the initialled offer

should not be rounded in any way. The tariff

rates should be kept at the negotiated levels,

that is, to the nearest 0.1 percent, to avoid

any further reductions due to rounding.

3. Staging of Tariff Cuts. The ISAC supports the

progressive staging of tariff cuts over an
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8-year period. The EC has proposed a "conditional"

interruption of tariff cuts after 5 years if eco-

romic conditions are not appropriate to further

tariff cuts. The ISAC- strongly urges that the

United States stop any further tariff reductions,

if the EC or other major trading partners stop their

reductions. The United States should not imple-

ment any staged tariff reductions if the EC does

not make its corresponding reductions.

4. Pending Offers to the Less Developed Countries.

ISAC #5 expresses serious concern that further

tariff cuts not be granted to LDC's on those

designated procucts which were painstakingly

negotiated v?. a-vis the major trading partners.

This concern also inc:ludes those chemical products

on which justification regardLig import sensitivity

were submitted to the OSTR.

S. Foreign Tariffs. In evaluation of the result of

tariff negotiations, it should be noted that some

countries (e.g., Canada and Japan) apply rates of

d :y significantly lower than those bound under



92

TARIFFS - GENERAL

the GATT. Their tariff offers lower the bound rates

significantly but may not reduce the applied rate.

Since the applied rates could be returned to the

bound rates at any time, reduction of bound rates

to or below applied rates represents a potential

gain rather than an immediate real gain.

Monitoring and Investigation Information. The

effects of the negotiations need to be monitored

closely not only by the chemical industry but also

by the U.S. Govermient. The trade package is in-

tended to promote U.S. exports, but it is vitally

necessary to determine if this negotiated package

has excessively injured segments of the U.S.

chemical industry.

The USITC Report on Synthetic Organic Chemicals

Production and Sales and the Report on Imports

of Benzenoid Chemicals and Products are the only

statistics published which provide detailed product

information. It is the principal source of all

basic studies in the chemical industry and provides

in the USITC staff and resources that are invaluable
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for evaluating subsidies/countervailing duty and

safeguards issues which are sure to result from

the negotiated codes.

Because of this, ISAC #5 recommends and strongly

urges the Congress to authorize and fund the con-

tinuation and improvement of the two principal

statistical programs conducted by the USITC in

the chemical industry; namely, the Synthetic Or-

ganic Chemicals Production and Sale Report and

the Report on Imports of Benzenoid Chemicals and

Products.

New Tariff-cutting Authority. The President has

requested and the Senate Finance Committee has

agreed to include new tariff-cutting authority in

the trade legislation which will provide the

President with the same tariff-cutting authority

that is presently provided for in Section 101 of

the Trade Act of 1974. The new authority would

permit the President to cut the newly negotiated

tariff by an additional 60 percent. Such request

seems totally unwarranted and unnecessary. The
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Trade Act of 1974 in Section 124 provides the

President sufficient "housekeeping" tariff-cutting

authority.

The Committee strongly urges elimination of this

new trade negotiating authority.
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TARIFFS - THE AMERICAN SELLING PRICE (ASP) PACKAGE

The value of the ASP system is well documented in the

history of testimony and briefs presented by the industry at

hearings of the Congress, the Office of the Special Trade

Representative and the United States International Trade

Commission. The arguments on the value of ASP to the

benzenoid chemical industry presented in these documents

are as valid today as they were in the past.

A very substantial part of the tariff negotiations in

the benzenoid sector is directly linked to the compensation

the benzenoid chemical industry should receive for the

elimination of ASP. The exceptions and less-than-formula

cuts which were ultimately negotiated represent the barest

minimal payment for the elimination of ASP.

The Conversion

Two aspects of the ASP conversion are reviewed: The

separation of competitive products and non-competitive

products and the schedule of converted rates.

a. The conversion with respect to the separation of

competitive products from non-competitive products

was generally accepted by TSAC #5. There was,

however, a notable exception. Competitive and non-

competitive products were combined in several. TSUS
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classifications. They were combined because the

converted rates were similar. The ob.jective for

segregation of competitive from non-competitive

products was to address tariff-cutting priorities

differently. STR was advised of this deficiency

in the conversions but did not authorize the ITC

to revise the conversion. IIC was asked to revise

the conversion but could not without authorization

from STR. As a result, the tariff rate of a number

of competitive products was given greater-than-

formula cuts.

The Schedule of Converted Rates

The schedule of converted rates on instructions from STR

was converted by ITC based on the value of imported products.

If no products were imported for a TSUSA category in the

established base period, the statutory rate was substituted

for a converted rate.

Segments of the benzenoid industry were given the oppor-

tunity to review the conversion, and some corrections were

made. However, the full impact of the conversion will not

be understood by the industry until the initialled ASP Tariff
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Package is released to the industry to review in the con-

text of the tariff reductions. ISAC #5 recommends the

inmmnediate publication of the package for industry review.



TARIFFS - DYES AND ORGANIC PIGMENTS

The United States is reducirg duties on dyes and organic

pigments from an average 23.4 percent (converted to "trans-

action value" from an ASP valuation basis) to 14.5 percent,

an average reduction of 38 percent. The United States re-

duction comprises a "full-authority" 60 percent reduction on

non-competitive dyes and organic pigments (imported but not

manufactured domestically in 1976), and reductions ranging

from 0 to 40 percent (predominantly in the 28-40 percent

range) for dyes and organic pigments manufactured domestically.

This action is only modestly responsive to the industry re-

quest for full exception of highly import-sensitive dyes

from duty reduction.

EEC will reduce duty on dyes from an average duty of 10

to 6.2 percent, a reduction of 38 percent. Japan will reduce

the average applied rate of 10 percent (base, 12.5 percent) to

5.8 percent, a reduction of 42 percent on the applied rate and

54 percent on the base rate. Canada's statutory duty on dyes

is zero.

The EEC will reduce duty on organic pigments from an

average duty of 14 percent to 10 percent, a reduction of 29

percent. Japan will reduce the average applied rate of 10

percent (base, 12.5 percent) to 5.8 percent, a reduction of

!9.1
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42 percent on the applied rate and 54 percent on the base rate.

Canada's statutory duty on organic pigments is currently a

15 percent average rate. The reduction to 12.5 percent

amounts to only a 17 percent reduction. Phthalocyanine

pigments currently enter Canada on a duty free status,

quinacridone pigments at 5 percent. The proposed rate of

12.5 percent reflects an increase in the effective duty rate

for the latter two products.

The above agreement on dyes and organic pigments is ac-

ceptable only in the context of the full agreement on c emicals..
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DRUGS. SOAPS, COSMETICS AND TOILETRIES INDUISTRY
SECTOR ADVISORY CO(MITTEE ON TRADE NEGOTIATIONS

The Drugs, Soaps, Cosmetics and Toiletries Industry

Sector Advisory Committee on Trade Negotiations commnends the

office of the U.S. Special Trade Representative for the

excellent system rznployed in gathering relevant trade infor-

mation and the interpretative and negotiating procedures

followed in the Tokyo Round of the General Agreement on

Tariffs and Trade. The inclusion of non-tariff measures

and anticipated success in most, if not all, of these areas

of negotiation demonstrates clearly the significant leader-

ship in these important deliberations provided by the United

States and its negotiating team.

The Committee generally agrees with the thrust and basic

elements of the proposed agreements. In the broader perspec-

tive, we believe that the multinational trade agreements will

promote the economic interests of the United States, as long

as we as a Nation are encouraged to be innovative and to be

aggressive in export activity as well as in multinational

business generally. Cnr 'al supportive adjuncts to the trade

agreements which the Government must address, if the United

0
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States is to be successful in the global competitive com-

mercial arena, are tet need to enhance efforts to improve

research output, raise productivity, and decrease tax and

regulatory deterrents co international commercial enterprise.

As well, the Special Trade Representative's positive

effort to provide for open and candid discussion of trade

and non-tariff measures between the government on one hand

and 1idustry, labor and agriculture on the other has con-

tribuited substantially to the success of the current

negotiations. Yet, much needs to be done on both sides in

the future, if we are to achieve the single-minded cooper-

ative approach to trade expansion evidenced by several of

our major trading, and competing, partners. In the United

States, the go:,ernment in general still tends to act as if

suspicious of business. There is a real need to build

understanding and to ally goverrnent and industry in a

cooperative endeavor to achieve common ecnomic objectives.

The present STR-Advisory Committee construct is a step in

that direction.

The industries represented by the Advisory Committee

are well oriented to furthering international commerce.

The pharmaceutical industry, in particular, generated a trade

surplus of close to $1 billion per year. Much of this
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positive contribution to the U.S. balance of payments is

supported by direct investment in operations abroad. Most

investment in plant and equipment outside our own borders

is necessitated by special requirements of foreign nations

designed to control drug production and sale within their

boundaries. Additionally, the export balance is multiplied

substantially by inflowing payments to the U.S. companies

for transfer of technology, royalties and the like. Inso-

far as the pharmaceutical industry is concerned, the

Committee is concerned that it is not at all clear that the

proposed agreements provide for continuation of the favorable

situation currently obtained. For example, to include

royalties and other items in determining transfer price

will adversely affect our ability to maintain a viable export

policy on some products. Also, we are not able to forecast

how much more competitive imports will be expanded as U.S.

barriers are lowered. We are given some vague assurance

that more foreign government procurement will be available

to us, but this could be more than offset by an expansion of

imports by the traditionally more transparent U.S. and local

governmental procurement procedures.

As the United States moves towards final approval of an

agreement, there are many unanswered questions. Is there to



be an active, strongly supportive mechanism established,

for example, in a new Department of Trade and Investment or

in the Treasury Department, to deal promptly with grievance-

on such matters as dumping? If we have a problem related

to exporting, for example, an "uplift" issue with France,

does one go to the French Government or will the U.S.

Government actively intercede? How does one obtain timely

intercession on your behalf with regard to any export-

related issue?

The following conmments relate to specific aspects cf

proposed non-tariff measures about which we are concerned.

SC-151 0 - 79 - 9



1.A. AIRCRAFI

The Committee has considered the issue of Aircraft and

believes the matters covered by the code are not of signifi-

cant interest to the sector. For this reason, it does not

appear appropriate to report on the code. The members

reserve the right to reconsider this opinion at sucLs time

as th" Committee prepares its final report under

Section 135(e)(1).
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2.E. COMMERCIAL COUNTERFEITING

This ISAC strongly supports a Commercial Counterfeiting

Code. Because of the present status of the negotiations with

respect to this Code, specific comments concerning its con-

tent cannot be made. However, general comments are appropri-

ate with the caveat that modifications, revisions and/or a

more detailed analysis may be made after a Code is negotiated.

In the pharmaceuLical field, many well-known products

go off patents each year, At such times, competitive entry

into the market is appropriate. However, competitors, while

able to provide generally equivalent products, should not be

permitted to offer their ware in forms and packages that are

indistinguisable from the innovating producers. Manufacturers'

identity need to be maintained to assure traceable quality

verification, as well as to assure equity in the marketplace.

We recommend that the position of the United States, which

currently has proposed to limit counterfeiting protection

only to trademarks and tradenames, be expanded to cover

protection for originators' designs and models.

The Advisory Committee supports the basic U.S. position

that the sanction for violation of the Code should be for-

feiture of the goods in question. Commercial uounterfeiting

is a deliberate act whose objective is to deceive the con-

sume:.. Permitting the counterfeit goods to remain in
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existence will only shift the problem from one country to

another since the counterfeiter will surely attempt to sell

these goods elsewhere. More important, however, is the fact

that unless the consequences of being caught attempting to

import counterfeit goods are extreme, there will be little

disincentive to attempt to import such merchandise. There-

fore, forfeiture of counterfeit goods must be a sanction

which can be imposed.

The definition of "counterfeit merchandise" should be

much broader than articles to which a spurious trademark

or tradename has been affixed or applied. We suggest

that future negotiation expand the definition on counter-

feit merchandise to include design, models, copyrights and

articles which simulate in color, size, and shape articles

sold by trademark and tradename with the intention that these

look-alike articles be substituted without the knowledge of

the consumer. This latter category of counterfeit merchan-

dise is especially relevant to prescription pharmaceutical

products. A consumer will receive a prescription from a

physician and take it to a pharmacy to be filled. The pre-

scription will often be written for a product sold by trade-

mark and tredename which can be identified by its color, size

and shape.
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While it may be permissible to substitute another product

for the product sold by trademark and tradename, unless the

substituted product is of a different color, size and/or shape,

the consumer has no way of independently knowing that a sub-

stitut 4rii in fact has been made. This is especially true

wheit a I 2rge part of the consumer pupulation is illiterate.

Un ,\:i-trately, there have been many instances wheare a manu-

faccurer deliberately copies the color, size and shape of a

product sold by trademark and tradename with the intention

that this look-alike product be sold as a substitute without

the knowledge of the consumer. This practice, in our opinion,

constitutes commercial counterfeiting and, therefore, should

be covered by the Code.
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We are concerned that the benefits currently provided to

U.S. manufacturers of Benzenoid chemicals under the American

Selling Price (ASP) system of valuation may be lost in the

proposed conversion to equivalent ad valorem rates. We

urge that manufacturers' representations of the actual effects

of ASP on specific products be evaluated along with groups

of products assembled within TSUS classifications. The duties

on specific products which are substantially affected by ASP

may not be adequately converted to ad valorem equivalent

(A.V.E.) rates by use of TSUS classifications.

We are also concerned about the proposal to include in

customs values, under Article 1 of Part 1, the amount of

royalties or service fees determined by subsequent sales.

Royalties, often payable to independently owned licensors,

are customarily determined by the amount and timing of events

unrelated to importation of goods. Furthermore, important

differences may exist between the form and content of the

imports and the final finished products, the sales of which

are subject to royalty. Service fees, as for distribution or

marketing functions, do not contribute to the value of the

imported product and customarily occur at dates well removed

from the time of import.

We are in agreement with the "hierarchical" approach

to alternative values when sales are made to related parties.

While we are in general agreement with the declaration that
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the importer has the option of using either the fourth or

fifth methods for arriving at customs value, as described in

Part 1, Article 4, we should emphasize that in our industry

large aggregates of costs and functions, relating primarily

to research and marketing, cannot be objectively allocated

to specific products. Consequently their use in establishing

transfer prices for customs purposes in both the "deductive"

and the "computed" values may be wholly inappropriate.

The Code as drafted properly provides that royalties

should be part of transacting value when those royalties are

related to the goods being valued. Thus, a buyer and seller

may not allocate a purchase price between a price for the

goods and a royalty in order to avoid the payment of duty.

However, Article 1.1(b) and (c) and Article 8.1(c) may

possibly . interpreted as adding to transaction value royalty

payments not only on the goods imported but also on those

goods after transformation into another product in the United

States. This Advisory Committee objects to the latter inter-

pretation and strongly urges that the legislative history

make it clear that royalties will be added to transaction

value only when those royalties are payable on the goods

imported prior to substantial transformation and based on

the imported values.
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In the pharmaceutical industry, it is common practice

for a foreign pharmaceutical manufacturer without a marketing

and sales organization in the United States to license a

patented compound (active ingredient) to a domestic

pharmaceutical manufacturer. In order to sell that patented

compound (active ingredient) in the United States, the

domestic pharmaceutical manufacturer must pay a royalty

based upon net sales of the compound not as an active in-

gredient but as a finished product. The domestic

pharmaceutical manufacturer ordinarily has to clear the

compound as a finished product through the Food and Drug

Administration (FDA) prior to marketing. This is a long,

complicated process which can take as long as a decade to

complete and cost a substantial amount of money (typically

millions of dollars).

Because one may not with certainty predict what claims

the FDA will permit for the product in advance of final

clearance, very few companies are willing to risk a paid-up

license for sale of the product. Typically, a licensing

arrangement based upon net sales is agreed upon in order to

minimize the uncertainty of future success. If the product

is marketed successfully, the licensor and licensee both
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benefit. If the product is not successful, the licensee has

at least minimized the cost of obtaining marketing rights.

This particular arrangement is an independent transaction

agreed upon in advance of deciding where to source the com-

pound (active ingredient) for the finished product cleared

through the FDA.

Because the foreign pharmaceutical manufacturer is

selling the compound as a finished product in other countries,

it often is the best source of supply for the compound

(active ingredient). The licensee may elect to manufacture

the compound (active ingredient) or purchase it from the

foreign manufacturer. If the latter transaction is entered

into, it is an arm's length agreement which is independent

of the agreement requiring royalties for sale of the finished

product in the United States. What is being purchased is a

compound (active ingredient) which is imported but not sold.

After importation, the compound (active ingredient) is

transformed into a finished saleable product by the licensee.

This involves an extensive amount of further manufacture and

packaging. The process can extend over a considerable time.

Once the finished product is sold, a royalty becomes due.



114

2.C. CUSTOMS VALUATION

There is often no relationship between the price paid

for the compound (active ingredient) which is imported and

the royalty due on the finished product. There has been

transformation of the compound (active ingredient) into

another article with a substantial amount if inactive

ingredient, compounding and other items adding to the value

of the compound. Further, there is no direct relationship

between the amount of compound (active ingredient) imported

and the total royalties due because the sale of the product

will depend not only upon its pharmacological and thera-

peutic activity but also the amount of marketing, sales and

service required to promote and distribute the product.

This Advisory Committee therefore, believes that once

an imported compound (active ingredient) is substantially

transformed, any royalty paid on the transformed product

is not "related to the goods being valued" (Article 8.1(c)).

We believe that the legislative history should make this

clear and, thereby, avert a potential serious dispute over

the royalty provisions by the pharmaceutical industry.
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2.D. FRAMEWORK: REFORM OF THE INTERNATIONAL TRADING SYSTEM

Consultation, dispute settlement, and surveillance pro-

cedures under the GATT pervade every area of the fokyo Round

negotiations and, therefore, will have an extremely important

role in the future if the understandings and agreements

reached through negotiation are to be implemented and effec-

tive. Recognizing that the agreements reached are not

intended to specify how each country is to mechanically

implement its respective role in dispute settlement procedures,

it is an absolute necessity that the U.S. Goverrnment

reorganize and/or appoint a specific consulting agency or

agencies within the U.S. bureaucracy with whom U.S.

exporters may consult with respect to their grievances.

The Committee believes that reforms in the international

trading system continue to be needed and that this should be

an ongoing process. Improvements in the framework call for

constant discussion and adaptation. We strongly recommend

that a well-staffed functioning organiz 'Lon be established

and maintained within the U.S. Govermuent to address such

issues in the interim between GATT rounds.
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2.E. GOVERNMENT PROCUREMENT

Government procurement is an important Code for

ISAC #6 in part because increasing government involvement and

ownership in hospitals and medical care supply programs

abroad tend to distort international trade in pharmaceutical

and related products. While the present draft code is a

step in the right direction, ISAC #6 has the following major

concerns:

A. Definition of Government Entity - A clear

definition is needed in order to include not only

fully governmentally-owned and ope -ed entities

but also those which are only partially owned by

government, and whose purchasing is subject to

control by the national government. rhe proposed

lists of entities to be supplied under Annex I of

the code should be broadened.

B. Coverage - There should be clear criteria in the

Code to establish conditions under which additional

entities ought to be covered by the Code in the

future.

C. Two-Tier Threshold - ISAC #6 continues to urge a

threshold in the range of $50,000-$150,000 per year.

Shipments of pharmaceuticals to hospitals, for
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example, involve a wide range of products used in

small quantities, yet require coverage under the

Government Procurement Code. For the future, a

two-tier threshold would be useful to permit

coverage for industries which operate in this range.

D. Transparency - Full disclosure to an unsuccessful

tenderer of the name of the winning tenderer, the

contract price and other pertinent information,

e.g., changes in specifications necessary to evalu-

ate a losing bid is absolutely essential to the

effective working of the Government Procurement

Code. Article VI-6, however, sets up a government-

to-government mechanism to transmit such information

to the unsuccessful tenderer (rather than a direct

response from the purchasing entity to the tenderer).

This mechanism has the potential of imposing serious

bureaucratic delay, of causing the inefficient trans-

mission of complicated technical specifications and

of adding significantly to the cost of doing business.

The Congress should ensure that the implementing

legislation does not create a bureaucratic burden,
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when it establishes the administrative procedures

to monitor and enforce the Code.

Indeed, the STR should continue to press for

clarifying language in the Code stating that the

general intent is to provide direct disclosure

from purchasing entity to tenderer and that the

exceptions involving possible prejudice in future

tenders should be held to a minimum and be subject

to full justification by the purchasing government.

E. Implementation - There will be many technical and

commercial questions raised as the new Code is

implemented. ISAC #6 strongly urges private sector

input, through advisory committees for the respon-

sible Federal agencies, at least during the first

few years of operation.
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2.F. LICENSING

Inasmuch as the U.S. import (not export) licensing

experience of our members has been generally good, we support

the proposed modifications of our trading partners' systems,

as they are patterned after ours. It is also important to

note that our members' experience in "sensitive payments"

has been that the most frequent form of minor extortion

efforts by low-level ministerial employees is in customs

clearance. Therefore, we urge that the licensing code be

rewritten to substantially reduce the risk of this kind of

extortion, and that reports of such practices be permitted

under the disputes section. We note that inappropriate use

of licensing requirements that may impede the flow of inter-

national trade are discouraged. We support this condition.
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2.G. SAFEGUARDS

We accept the language of Chapter I of this code which

limits safeguard actions to only those following a deter-

mination by domestic authorities that particular imports are

causing or threatening to cause serious injury to domestic

producers of like or directly competitive products. We also

agree that such determinations should be made on positive

findings of fact. We axe concerned however, that the trans-

parency and often adversary nature of U.S. proceedings of

this kind may not be duplicated in other countries (Chapter

2) where a much closer and more supportive role is played

by governments on behalf of local industries. We urge the

U.S. negotiators to press for commitment by our trading

partners that their investigations, determinations and pro-

ceedings be made sufficiently transparent that their

objectivity will not be in doubt. We are especially concerned

that the language "Pursuant to domestic procedures previously

established and made public" not be interpreted to mean that

the requirements are met when the procedures previously es-

tablished have been made public, rather than upon completion

of the actual investigation and determinations, in specific

instances calling for imposition of countervailing measures.
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2.H. TECHNICAL BARRIERS TO TRAr,_ - STANDARDS

We note that the code's provisions emphasize new and

revised standards and certification systems but provide a

mechanism for challenging existing practices and standards

that are unreasonable barriers to trade. Because of the

special significance of this code to our industris, we urge

that the technical committee and its appropriate ad hoc

panels readily accept representations from U.S. companies

concerning existing standards in the drug and medical supply

field which have the effect of unreasonably restricting

access to national markets. Such standards include the

refusal of some governments to accept clinical data and

evaluations from qualified investigators in other countries,

thereby delaying or foreclosing entry of foreign manufactured

drugs into national markets.

We welcome the proposed establishment of the Committee

on Technical Barriers to Trade provided that such a committee

is adequately supported by working bodies, panels and other

bodies which are sufficiently knowledgeable in the specific

scientified and other disciplines needed to assure that the

committee's action is adequately supported by fact.

We also urge that countries choosing to exclude standards

from the restrictions of this section by reason of the need to
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protect human, animal or plant life or health be required to

bear the burden of proof that such exclusion does not con-

stitute a means of arbitrary or unjustifiable discrimination

between countries where the same conditions prevail nor are

a disguised restriction on international trade.
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2. I. STEEL

The Committee has considered the issue of Steel and

believes the matters covered by the code are not of

significant interest to the sector. For this reason, it

does not appear appropriate to report on the code.
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2.J. SUBSIDIES AND COUNTERVAILIN G DUTIES--ANTIDUMPING CODES

country or not. For example, in Puerto Rico and Ireland

subsidies are available to foreign-based companies. If

such subsidies were prejudicial only to companies or

industries which reside in the country providing that

subsidy, we would not support this section of the code.

2. Timely enforcement of the codes - as written the codes

stipulate a time limit for handling complaints as well

as provisional measures which can be used during a

period of investigation. Such measures deserve strong

attention since untimely handling can in effect be an

unnecessary barrier to trade.
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NON-TARIFF MATTERS NOT DEALT WITH MULTILATERALLY

The Committee has considered the issue of non-tariff

matters not dealt with multilaterally and believes the

matters covered by the code are not of significant interest

to the sector. For this reason, it does not appear appro-

priate to report on the code. The members reserve the

right to reconsider this opinion at such time as the

Committee prepares its final report under Section 125(e)(1).
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OTHER TARIFF MATTERS

The Committee has considered the issue of other tariff

matters and believes the matters covered by the code are not

of significant interest to the sector. For this reason, it

does not appear appropriate to report on the code.
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AGRICULTURAL TRADE MATTERS

The Committee has considered the issue of agricultural

trade matters and believes the matters covered by the code

are not cf significant interest to the sector. For this

reason, it does not appear appropriate to report on the

code.
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AFFECTED LEGISLATION

The Committee has considered the issue of "Affected

Legislation" and believe that it is premature to discuss

this complex subject in this preliminary report.
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TARIFFS

The Committee has reviewed the U.S. and foreign tariff

offers and notes that generally U.S. tariff cuts were deeper

than those of our major tracing partners. Average duties

are now the lowest among the four major developed countries.

Specifically, in lieu of a formula cut, the ISAC opposed

the duty elimination on synthetic detergents and is dis-

tressed by certain Japanese and European exceptions (e.g.,

caffein, penicillin). While the ISAC feels more equitable

treatment could have resulted from the negotiations, it

does not oppose the tariff agreement.
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1. OVERALL

The ISAC is impressed with the various codes even though many remain

to be completed and generally believes the negotiations will result in

tangible benefits for the U.S. if these codes are adopted. The codes will

benefit American traders and traders the world over. ISAC is pleased with

U.S. Government response to and acceptance of most of its advice in the

code areas and appreciates the efforts to achieve uniformity, simplification,

openness, full disclosure and new mechanisms for dialogu .rid dispute

settlement and hopes Congres3 will be impressed as well.
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2.C. CUSTOMS VALUATION

ISAC notes simplification of customs valuation procedures is

beneficial but feels part of the code is Eomewhat confusing, especially

paragraph 2 of section II on page 2 regarding additions to transaction

value.

Other valuation alternatives seem to be straight forward and are

acceptable.

ISAC believes that the U.S. Government should have pursued conversion

of FOB to CIF valuation for the purpose of standardization. ISAC would

prefer worldwide adoption on an FAS basis.
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2.D. FRAMEWORK

TSAC notes the progress made in the Framework area.

U
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2.B. COUNTERFEITING

The ISAC has no known problem with counterfeit goods being exported

from one country to the other but expressed concern about trademark

registration and practical enforcement of trademark registration and

possible counterfeit use within a market where export use had enhanced

the value of that trademark. This particular problem however is beyond

the scope of the code. The ISAC expressed concern about business ethics

especially in LDC markets.
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2.E. GOVERNMENT PROCUREMENT

ISAC applauds opening of all avenues of trade including Government

Procurement. There was strong feeling within the group that every

precaution should be taken to make sure the U.S. does not give away more

than it gets.
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2.F. IMPORT LICENSING

ISAC supports all efforts to eliminate licensing procedures which serve

as barriers to trade but recognizes that much import licensing stems from

LDC efforts necessary to control balance of payment problen:s by restricting

imports.

Pressure should be applied to make sure more developed LDCs are

signatories; notably: Mexico, Brazil, Argentina, Colombia, Taiwan and Korea.
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2.G. SAFEGUARDS

The ISAC had traditionally supported the American safeguards approach

and recognizes the need for such is ,nlikely to soon disappear.
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2.H. STANDAPDS

Members applaud efforts to achieve uniformity in world standards in

areas where it is necessary and support complementary efforts to minimize

proliferation of standards, particularly those designed as barriers to

trade.
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2.I. STEEL

The committee does not wish to comment on the steel agreement.
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2.J. SUB:-:IDIES

The ISAC has pushed for the retention of DISC throughout the ISAC

program and appreciates the fact that adherence to the code will not require

its dismantling. Consensus of ISAC has been that DISC is an important

export incentive rather than an export subsidy and would feel that subsidy

is a non-American tool for promoting exports. Again, ISAC cautions

the government not to give up more than we get.
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3. TAPIFFS

With respect to the tariff negotiations, the ISAC reviewed the U.S.

and foreign offers and recognized that this ISAC yielded more than it

received as far as depth of cut and new average tariff levels. It is

hoped that ISAC reductions were offset by greater benefits accruing to

other ISAC's.

The U.S. gelatin industry had hoped for dramatic reductions in tariffs

from its major trading partners in order to increase the potential for

products made in the United States. Unfortunately, all the tariffs on

gelatin items remained status quo. Thus, the United States continues to be

at a disadvantage with its trading partners due to low U.S. tariffs, es-

pecially whe; compared with the tariffs of the EEC and Japan. We look

forward to the next round of tariff negotiations to remedy this imbalance.
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1. OVERALL

ISAC 8 has participated actively in the advisory process for the Rubber

and Plastics Industry and submitted its recommendations and evaluations co

government over the extended period of the negotiations. Evaluating n=d

the final results based on information available at this time, on balance

we believe that the agreement will accomplish acceptably the objectives of

the Trade Act of 1974 for our sector, providing:

(1) That both the tariff and NWPM agreements are put into effect.

(2) That a structure is provided that will arsure industry advice and

industry involvement in the administration of the NTM codes and their

implementing legislation and regulations, and in the dispute settlement

procedures in GATT.

(3) That implementing legislation clearly assign responsibilities to an

administrative home in government that can e.arry out the responsibilities, and

integrate and coordinate the related work of other government agencies.

(4) That there is a commitment by Congress and the Administration to

undertake further consultations on trade distortions caused by dif£renuces

in taxation systems.
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2.A. AIRCRAFT

ISAC 8 approves the Aircraft Agreement, particularly as it applies to

rubber and plastics products included in aircraft.
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2. B. COUNTERFEITING

ISAC 8 supports the Counterfeiting Code.
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2.C. CUSTOMS VALUATION

ISAC 8 accepts the valuation Code and implementing legislation.
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2.D. 'FRAMEWORK

ISAC 8 supports the Framework Agreement with regard to developing

countries.

ISAC 8 believes it is important that these countries be brought more

fully into the GATT system. The new GATT provisions spell out the obligations

of developing countries to assume fuller GATT obligations as their economic

development progresses. In evaluating a developing country's economic

development, ISAC 8 recommends that a Sactoral approach rather than the

overall country's development progress is the more appropriate level for

graduation evaluation. We believe this formal setting-forth of Sthe rights

and obligations of developing countries is a needed step in bringing

developing countries into the trading system.
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2.E. GOVERNMENT PROCUREMENT

ISAC 8 finds the Code on Government Procurement satisfactory with the

exclusion of Japan from its benefits.

ISAC 8 finds no significant problems with the implementing legislation

as currently proposed.
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2.F. IMPORT LICENSING

ISAC 8 accepts the provisions of the code. It opposes vigorously

inclusion of any prospective authority for the President at his discretion

to conduct auctions for licenses to import any product subject to

quantitative restrictions or international agreements.
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2.G. SAFEGUARDS

Effective safeguards are vitally important to the Rubber and Plastics

industry. Our recommendations for the code and legislation have been

submitted in earlier reports. Since a code has not yet been agreed to, there

it no requirement for trade agreement legislation on safeguards. ISAC 8

however supports changes in present U.S. law to speed up safeguard actions.
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2.H. STANDARDS

(1) The Code on Technical Barriers to Trade is acceptable to ISAC 8.

(2) In respect of U.S. implementing action for this code ISAC 8 feels

very strongly that either the basic legislation implementing the entire

Code package or the specific legislation implementing the Code on Technical

Barriers to Trade must contain the following two provisions:

a) A definitive legislative commitment to the existing private

sector standards making system in the U.S. coupled with a directive

to the Administration to provide for the carrying out of the

centralized functions required by the Code of reporting, translating

and maintaining an information system.

b) A definitive legislative commitment to continued and increased

participation of private sector technical advisors in the dispute

settlement mechanism.

(3) Implication of Standards Code Involving Toxic Substances Control

Act (TSCA).

ISAC 8 recommends that provisions of Toxic Substances Act (TSCA)

Sections 5, 8 and 14, which appropriate the property of any innovator for

the benefit of his competitors, be suspended pending the negotiation of

international agreements which will provide protection for the developers

and owners of data. ISAC 8 recommends that such suspension be included in

the implementing legislation.
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2. I. STEEL

ISAC 8 has no comment on this agreement.
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2.J. SUBSIDIES

ISAC 8 accepts the Subsidy/Countervailing Duty Code if the following key

elements are included in the implementing legislation:

(1) Injury is defined as anything more than "immaterial or inconsequential,"

with injury criteria as stated in the Code.

(2) Industry advice is required in the process of discontinuance and

termination of investigations.

(3) Shorter time limits are established than at present, including prompt

action on provisional measures, and an overall time limit fox final deter-

mination of about six months, with subsidy and injury investigated concurrently.

(.4) Imposition of the countervailing duty is mandatory when tho require-

ments of the legislation have been met.

(5) Specific countervailing duties presently in effect on particular

products from named countries are continued under a grandfather clause to be

included in the new legislation.

(6) No implementing legislation is introduced or adopted that would

repeal DISC or indicate any intent to repeal DISC.

(7) There is provision for dealing with the complex problem of subsidy

resulting from State ownership or control, including "constructed value" as

one approach.

(8) A structure for industry advice is provided in both domestic

procedures and in Code dispute settlement procedures.

U.S.., antidumping law should be conformed to tae Subsidy/Countervailing

Duty legislation. " a
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3. TARIFFS

A. Basic ISAC 8 Objectives

To accomplish the objectives of the Trade Act of 1974 for the rubber

and plastics industries represented by ISAC 8, regarding tariffs, the following

conditions are of significant importance:

For plastics materials--reduction or elimination of present disparities

with EC, the largest producer and the largest exporter of these products.

For tires and tubes--little or no cuts in present low U.S. tariffs with

reductions in tariffs of the other major countries to U.S. levels.

For rubber footwear--with 70% of the U.S. market now lost to foreign

competition, maintenance of present level of tariff protection.

For bicycle tires and tubes--exception from tariff cuts to permit the one

remaining U.S. prod 'cer to continue in business.

For hose and belting--anything more than a formula reduction to the U.S.

tariff would work a severe hardship on the industry; also trading partners'

tariffs should be harmonized with ours.

For rubber sundries--any reduction in the U.S. tariff should be no more

than formula and harmonized with our trading partners.

For all ISAC 8 products--tariff treatment as recomeended in ISAC 8 reports

which embody the following principles.

B. Negotiating Principles

To achieve equity in tariff rate reductions among the industrialized

countries of the world for all rubber and plastics products, ISAC 8 urged

STR, DOC, and our negotiators to following certain basic principles:

-- use zero tariff authority only on reciprocal basis;
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-- seek reciprocity in valuation matters insuring that we receive a
fair and equitable conversion rate if we are required to relinquish
ASP or Final List;

-- resis.; anything greater than a formula cut in our tariff reductions;

-- harmonize trading partner tariffs with our tariffs to remove
existing disparities; and

-- withdraw our offer, if a trading partner withdraws its offer.

This report compares the results of the tariff agreement as pre:.snted to

ISAC 8 as of this date with the objectives and principles set out above.

C. Plastics Tariffs

For the U.S. plastics industry, the U.S. tariff agreements represent

significant cuts in duties on imports, whether one considers the whole industry,

the resins segment, or the fabricated products. Our major trading p rtners

have also made substantial reductions; Europe nearly the same as ours, while

Canada has made much less and Japan has made larger reductions from bound rates.

Disparities have been reduced except for Canada, but the U.S. rates remain

below those of the EC, Japan and Canada on a trade-weighted total industry

basis, either for world-wide trade or on a bilateral trade basis (cf. table).

This moves toward the establishment of substantially equivalent com-

petitive opportunities, but cannot achieve it unaided. The use of c.i.f.

valuation gives our trading partners 10-20% more protection on a unit basis.

Classification differences make product rate disparities appear greater or less

than the overall figures show. Future relative changes in petrochemical raw

materials costs will penalize the U.S. more than our major trading partners.

These, and other influences, impede achievement of the objective of

substantially equivalent competitive opportunities by tariff rates alone.

LI
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In the future, bilateral comparisons of rates with countries other than

our current major trading partners will be of greater importance, but these

comparisons cannot be made in detail for many countries now. Current levels of

trade are not now great, but increases are inevitable.

The ASP conversion was made more equitable by the expansion of TSUS 405.25

into several lines. The ability to make reductions first in the specific

portion for most lines has simplified the conversion to ad valorem duties and

the specific portions for the unconverted lines are reduced to minor or in-

significant levels. This we find satisfactory.

Our negotiators considered our advice, and in many instances of hardship

and priority considerations, were able to achieve our recommendations.

Recommendations of lower priority and lower economic impact could not be

reached. Others were not attempted for negotiating reasons. Our latest recom-

mendation to ignore rounding cannot yet be acted upon. Staging plans and

implementation should be comparable with those Of our major trading partners.

Plastics Tariffs Average Rate

Trade Weighted by 1976 World Trade

Formula Cut Origiz,el
1976 ( 14X) Offer Agreement

(X+14)
Average Cut
Rate

U.S. 9.7t 5.7% 4.( 5.6% 42%

EC 16.2 7.5 8.0 10.2 37

Janan: Bound R. tes 11.6 b.2 6.2 6.4 45
Applied Rates 9.4 5.5 6.. 6.A 32

Canada: Bound Rates 14.9 7.2 11.3 11.8 21
Applied Rates 11.8 6.4 1.3 11.8 3
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D. Rubber Tariffs

1. Tires

Bicycle tires and t,,bes have experienced drastic import penetration to

the extent that there is only one bicycle tire manufacturer operating in the

United States. Import penetration is over 80% in the bicycle tire industry.

The United States tariff was left at the current rate of 5% on tires and 154 on

tubes.

Airplane tires as a part of the Aircraft Agreement are free to the U.S.

and to our trading partners.

Other pneumatic tires are of major concern to our industry. Imports have

boon rising steadily in passonger, truck-bus, and off-the-road tires, more ta/Lln

quadrupling in the last seven years. In every type of tire, imports exceed

exports by more than three to one. But competitive relationships have changed.

Wage costs for U.S. tire production workers are more comparable with those

in foreign countries. Given the high volume and production efficiencies

within the U.S. and the narrowing of wage differentials, for the first time the

possibility of increased U.S. tire exports exists, provided tariff and non-

tariff barriers do nct stand in the way. For the first time there is a real

chance to reduce the trade imbalance on tires and rubber goods.

To the credit of STR and its negotiators and the Department of Commerce,

we received a 1.7% credit for relinquishing Final List so that when the

percentage reduction was applied, the U.S. tariff remained at 4%. In addition,

our trading partners' tariffs were harmonized with ours to partially remove

disparities.
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2. Hose and Belting

There has been a pattern of increasing imports of hose and belting over

the last five years. Total imports of these products have grown from $37.1

million during 1973 to $80.4 million in 1977, an increase of 117%.

In hose, generally the tariff agreement calls for no greater than a formula

cut in the U.S. tariffs accompanied by harmonization of our trading partners'

tariff with ours.

In belts, in most U.S. categories, there were no greater than formula cuts

applied. Our negotiators adjusted an initial greater than formula offer of

2.4% to 4% on rSUS 773.35. Unfortunately, the U.S. offer for TSUS 358.16 (othur

belts) was a greater than f.rula cut, and the European Community withdrew its

offer on conve'or belts, with no EC duty reductions on this commodity. This

was a matter of great concern to ISAC 8 during the negotiations, and could be

a significant problem for our industry.

3. Rubber Drug Sundries

For the last seven years, there has been a significant increase in the

level of rubber drug sundries products being imported into this 'ountry. This

poses a serious threat to the domestic manufacturers of these products. For

example, the dollar value of importL in TSUS category 709.09 has qrown at an

annual rate of 9.9% since 1972. During the same period, the value of imports

for TSUS category 772.4200 has reached an annual groi-th rate of 15t. These

rates are based upon actual figures through August 1978 and a projection of

imports for the last quarter of the year. Generally the agreement calls for

no greater than a formula cv. in the U.S. tariffs accompanied by ,armonization

of our trading partners' tariffs with ours.
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A variety of rubber molded and extruded goods is classified under

TSUS 774.6040 (Articles of Rubber and Plastics - not specifically provided

for). The increase in imports into the U.S. in this category is comparable

to that noted above. The current U.S. import duty on these molded and extruded

goods is 8.5% aU valorem. The formula cut on these items brings the proposed

rate to 5.3% which is what has been offered by the U.S. Our major trading

partners have also reduced their tariff rate in harmonization with the U.S.

rates.

4. Footwear

In waterproof footwear, STR has shown sensitivity to the serious import

pcnctration suZfcrcd by domestic manufacturers and has exempted the principal

products of this industry from tariff cuts.

The duty on rubber soled footwear with fabric uppers has been 20% based on

ASP. In the course of negotiating the valuation code, our country has agreed

to eliminate ASP. During negotiations STR assured domestic industry that the

conversion of ASP on fabric footwear would not result in a reduction of the

level of tariff protection. STR developed a conversion formula which sub-

stitutes for ASP a series of ad valorem and specific rates based on product

description and value brackets. While it is difficult to predict whether this

conversion will have the intended effect of maintaining industry protection,

the industry is satisfied that our negotiators have made a good faith effort to

honor their commitment. For this reason, and pending future developmert, the

industry does not object.
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3. TARIFFS

E. Overall Tari f Agreement Evaluation

1. STR and the Department of Commerce have done an excellent job in

pJrmitting the industry to make its case. ISAC 8 is hopeful that a mechanism

will be afforded for such relationship in the future.

2. Generally the STR and Department of Commerce have been responsive to

ISAC 8 advice and have achieved our basic objectives and followed our

recommended negotiating principles to an acceptable degree.

3. The overall balance of equity and reciprocity within this sector

appears acceptable and we support these tariff agreements with our major

trading partners on the basis of the complete package. Because of linkage to

the Codes, the tariff agreement should not be implemented until Congress has

approved. the Codes by enactment of implementing legislation.
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1. OVERALL

In 1978 the industries covered by ISAC 9 accounted for a

trade deficit of about S21½ billion. On the one hand, most of

the industries in ISAC 9 have been cruelly buffeted by import

competition while on the other, industries that are econo-

mically competitive have had their markets closed to them by

high tariffs and non-tariff barriers.

Experience has shown that the unreciprocated concessions

granted by the U.S. in the Kennedy Round of trade negotiations

made a large contribution to the growth of the trade deficit in

this sector. Specifically, while the U.S. tariff concessions in

this sector in the MTN amounted to less than 5% (footwear was

exempted from tariff cuts by Congressional mandate), the sector

received an even lesser amount of concessions from other deve-

loped country signatories.

While this sector has the potential to gain a great deal

from the trade negotiations, it is our opinion that the way in

thich the Executive Branch implements the rights and obligations

of the U.S. under the international codes of conduct will truly

determine the extent to which the position of the industries in

this sector will be improved. It must further be remembered that

the impact of the trade agreements will be great on this sector.

Because of the import sensitivity of mo.t of the products

of this ISAC, the following Codes have the potential to improve

the position of this sector, or they may leave this ISAC in a

poorer position than if the Codes were not negotiated at all:

Framework, Government Procurement, and Subsidies. The legisla-

tion to implement these Codes, particularly the Code on

,rsindics, will be crucial to th- effectiveness of thee co-rl-n.
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TA ITFFS

Most of the products covered by this sector are very

import sensitive items. Furthermore, existing tariff rates

exhibited a much lesser degree of protection for the

industries covered by this sector than is the case for the

tariffs of other countries. Therefore, this ISAC requested

that these products be exempted from duty cuts and for a nego-

tiated equalization in the duties of our trading partners.

While the overall U.S. tariff cut for this sector was pro-

bably less than 5%, this low number was largely due to the fact

that imports of nonrubber footwear (the sector's largest item of

trade) were exempted from tariff concessions because that

industry had received import relief under the "escape clause" of

the Trade Act of 1974.

U.S.-produced leather and footwear would have significant

export opportunities if access to foreign markets was reason-

ably available. Unfortunately, this has not been the case and

the results of the negotiations have not improved matters.

In the case of leather, the U.S. has offered a formula cut

which would reduce tariffs from the existing 5% to 31/2%. Our

trading partners have not been so generous. Japan has offered

no cuts in its existing rate of 20%, Canaca has offered a for-

mula cut to 101/% from its existing 171/2%, and the EC but a 1%

cut from its current 8%. With the exception of the U.S., all

of these countries calculate their duties on a c.i.f. basis as

opposed to the U.S. f.o.b.
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TARIFFS (continued)

With respect to footwear, none of the major countries have

made any cuts in their tariffs on these items. However, in

contrast to existing duty rates on footwear in the U.S. of 5%

to 20% and Orderly Marketing Agreements with Korea and Taiwan,

Australia imposes duties of 34% and quotas, Canada 25-40% and

quotas. Of the major countries only New Zealand has offered

some tariff cuts on footwear.

The following countries have duties of 100% or greater on

imports of footwear: Brazil, Egypt, India, Taiwan, Uruguay,

Venezuela and Turkey. Countries having between 50% and 100%

duties on imports of footwear are: Chile, Nigeria, Pakistan and

South Korea. The following countries prohibit imports of

footwear: Brazil, Chile, India, Iran, Nigeria, Pakistan, South

Korea, Turkey, and the state trading countries of Eastern

Europe.

This sector sadly reports that there has been no practical

change on access to potential markets for those products that

are competitive.

ISAC #9 notes that the Executive Branch has requested new

5-year tariff-cutting authority as part of the implementing

legislation. We strenuously object to the granting of such

authority until the results of the MTN have been nade known and

thoroughly digested. At the very least such new authorit

should be considered in -he normal legislative fashion, not as

part of the implementing legislation.
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Z.A. AIRCRAFT

The Committee has considered the issue of the Aircraft

Code and believe the matters covered are not of significant

interest to the sector. Therefore, it is not appropriate to

report on this Code.
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2.B. COMMERCLAL COUNTERFEITING

This ISAC favors a counterfeiting code which is limited

to coverage of trademarks and tradenames with the procedural

safeguards and international surveillance and dispute settle-

ment procedures as proposed by the United States.

This ISAC further believes that forfeiture is essential

to insure effectiveness of the Code.

Since all nations will share equally in the benefits of

this Code, the U. S. should not give any concessions to achieve

agreement to the Code.

h.
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2. C. CUSTOMS VALUATION

eThe only item on ISAC #9 which is affected by this Code is

footwear- '.'i. s industry has opposed conversion of ASP to an

ad valorem rate for policy reasons. However, should ASP be

eliminated as a result of adoption of this Code, the ad valorem

rates substituted (1) must provide the same level of protection

as currently afforded, (2) must not be reduced during the MITN,

and (3) must not be reduced during the period the Code is in

effect.

SUMMARY

Granted that items 1, 2 and 3 have been acted upon favor-

ably by the U. S. Governmnent, this Code is acceptable to this

ISA C.

50-151 0 - 79 - 13
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2.D. FRAMEWORK

ISAC #9 is disappointed that three subjects were not

addressed in the Framework Code. These subjects are the nego-

tiation of an international agreement on footwear as called for

in Section 121(a)12, the use of deposit schemes as a method of

import restriction, and negotiation of an agreement on access to

raw materials under Section 108 of the Trade Act. The most cri-

tical problem facing the memberz of this ISAC is the excessive

exportation of our basic raw material, cattle hides. The drain

on our limited supply is a direct result of other nations'

restrictions on the export of this commodity. The failure to

assure that more hides are brought onto the world market to

relieve some of the supply and inflationary aspects of this

shortage situation at home threatens all domestic leather-using

industries with a serious question of economic survival.

The ISAC believes that point 5, p. 1/3 is too broad --

"concessions that are inconsistent with the latter's development

financial and trade needs."

Point 2B p. 2B/1 seems to be license for LDC's to take

restrictive measures and is detrimental to the interests of this

ISAC.

SUIMARY

The implementation of this Code is not particularly helpful

to this sector. Formal recognition of the right of LDC's to

take restrictive measures without accountability is particularly

onerous.
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2. E. GOVERNMENT PROCUREMENT

This Code makes the labor intensive products of ISAC 9,

gloves, footwear, hand b a gs, business cases and luggage,

vulnerable to import competition without providing any realis-

tic access to foreign government procurement.

The assurances given that the Berry Amendment provisions

to the Defense Procurement Act will be retained for three years

grants protection in some degree for some of these items. It is

requested, however, that handbags be added to the list of articles

subject to Berry Amendment provisions.

SUM N1 NA RY

On balance, this Code is not helpful to the products of this

sector. However, if handbags are added to the list of Berry

Amendment provisions, harm will be lessened. Nevertheless,

items like postmen's satchels, briefcases, luggage, etc., will

be subject to prompt petition from often subsidized LDC's.
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2. F. IMPORT LICENSING

The Committee has considered the issue of mrnport Licensing

Code and believe the ma&ers covered are not of significant inter-

est to the sector. Therefore, it is not appropriate to report on

this Code.
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2.G. SAPFGUARDS

ISAC :9 favors world acceptance of procedures for safe-

guard actions in line with those currently utilized in the

United States. We have been assured, and fully support the

view, that no changes in current "escape clause" procedures

will occur that would make it more difficult to secure import

relief than it now is. Indeed, the implementing legislation

may wish to address two changes which would make the "escape

clause" more effective than at present. These suggestions for

improvement are attached.

The Committee supports any action that would shorten the

so-called "escape clause" procedures before the International

Trade Commission and the White House.

In this regard, ISAC #9 would favor a truly "fast track"

procedure that would permit the delivery of import reli2f much

more rapidly than under the usual "escape clause" procedure in

critical cases where imports are causing irreparable injury to

an industry and where the regular procedures would not deliver

relief fast enough. Such a "fast track" might involve final

action by the ITC, without the need for Presidential review,

after, say, 60 days, but with the import relief to be of non-

renewable short-term d ration, say, 9 months to one year,

while a regular "escape clause" case is proceeding.

Although Chapter 4, "Nature of SaC · | .ion," is

currently undecided, this ISAC favors a;. MI;' requirement.

Experience has shown that in cases where selective action has

been adopted, this action has proven to be less satisfactory

than in those cases where MFN action was taken. In an example
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2. G. SAFi EGUARDS (continued)

of this sector's products, the Canadian Government has imposed

a global cap on imports of footwear while the U.S. has nego-

tiated OMA's only with Korea and Taiwan. The ONIA's have been a

problem since initial imposition, while the Canadian action has

been successful for all parties concerned.

With regard to Chapter 8, "Treatment of Developing

Countries," this ISAC strongly feels that no special and dif-

ferential treatment be afforded to developing countries in

safeguard actions regarding products in this sector.

This ISAC is opposed to the use of any consultations

mechanism which would delay the implementation of safeguards

measures. Accordingly, the ability to take unilateral action

expeditiously should not be constrained by this Code.

SU MMARY

This ISAC would be favorably impacted by the adoption of

this Code.

Implementing legislation for the Safeguards Code should

include: A provision for two three-year extensions of import

relief action and a provision for Congressional override of

Presidential actions to reduce or terminate an import relief

action.
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2.G. SAFEGUARDS (continued)

Suaqestions for Improvement of Safeguards

Implementing legislation for the Safeguards code should

include:

- a provision for two 3-year

extensions of import relief

action and,

- a provision for Congressional

override of Presidential actions

to reduce or terminate an import

relief action.
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2.H. STANDARDS

The Committee has considered the issue of the Standards

Code and believe the matters covered are not of significant

interest to tile sector. Therefore, it is not appropriate to report

on this Code.
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2. 1. STEEL

The Committee has considered the issue of the Steel Code

and believes the matters covered are not of ignificant interest

to the sector. Therefore, it is not appropriate to report on this

Code.
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2.J . SUBSIDIES

We understand the difficulties faced by the U.S. nego-

tiators in dealing with the Subsidies Code. They have undoub-

tedly acquitted themselves quite well in handling this area of

the MTN. However, ISAC #9 had gone on record as opposing in

the Subsidies Code an injury test for dutiable products and

granting special and differential treatment to developing

countries. Unfortunately the final Code contains both of these

objectionable provisions.

What is even more distressing is that the implementing

legislation now being considered by Congress and the Executive

Branch might contain provisions which would continue to make it

difficult to receive relief from foreign subsidy practices.

Certainly the present statute as administered by the

Treasury Department has not been implemented in a manner con-

sistent with the language of the statute and the intent ot

Congress. The record of -the poor performance by the-Trascu-r

Department under the present countervailing duty statute make_

it clear that the Treasury Department is not philosophically in

tune with the aims of the countervailing duty statute. That

agency incorrectly views countervailing duties as a protec-

tionist restriction to trade rather than as a device to insure

fair trade. Treasury has mismanaged the countervailing duty

program and we believe it would be a serious mistake to continue

to entrust the implementation of the countervailing duty statute

to the hands of that agency. We recommend instead that this

function be trinsferred to the Office of the Special Trade

Representative pending the creation of a new Department of Trade.
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2.J. SUBSIDIES (continued)

If a foreign government forbids or prohibits the export of

internationally traded raw material while at the same time

the United States Government does not do the same, the effect of

this action is to depress the price of such raw materials in the

foreign country, giving foreign manufacturers a competitive

advantage with regard to their raw material that is in effect a

subsidy. In the case of hides and skins, the raw material for

the leather products of this ISAC, such restrictive action is

pursued by the governments of Brazil, Uruguay, India, Argentina

and Colombia. The net eftect is that leather product manufac-

turers in those countries are able to effectively under price

U.S. leather product manufacturers in shipments to this market.

Unfortunately Treasury does not accept this distorting tactic as

a subsidy. The new countervailing duty legislation should make

it clear that such export restriction: Are countervailable.

Another serious loophole exists in cases where a foreign

governnent eliminates its subsidies on exports to the United

States but increases its subsidies on exports to other

countries. This has occurred recently in the case of the

Uruquayan Government which eliminated its tanner subsidy on the

export of leather products to the United States, but doubled

such subsidy on exports of leather products to all other

countries. The effect of such action has been to give the

Uruguavan exporter the same subsidy payments, permitting no

chJanjes in unit price:; on Urujuayan leather product exports.
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2.J. SUBSIDIES (continued)

Yet Treasury has found such a practice not to be countervailable

urder U.S. law. We recommend strongly that in the Implementing

legislation this matter be dealt with to close a serious

loophole in the countervailing duty statute.
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OVERVIEW

The following preliminary report is submitted to the

Congress by Industry Sector Advisory Committee 10, which has

advisory responsibility under the Trade'Act of 1974 for the

products listed in Annex A.

In the multilateral trade negotiations relating to

industrial tariffs, the United States did not fully achieve the

Congressional objective of equity and reciprocity in this prod-

uct sector. As we show in detail below, a comparison of tariff

concessions made by the United States and its major trading

partners discloses that the United States gave substantially

more than it received. In these circumstances, the Committee

strongly urges the United States to adopt a staging procedure

that will minimize the impact on American firms, workers and

communities of the uneven and disproportionate concessions it

qranted.

In the view of this Committee, the results of the

trade negotiations looking to the adoption of various non-

tariff measure codes are more positive and represent a con-

structive forward step toward reduction of significant bar-

riers to trade. In the main, with the possible exception of

the Subsidies Code, t.ie provisions of these non-tariff codes

should provide a helpful framework within which lawful competi-

tion can cperate to the benefit of the United States and its

trading partners.
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Overview

The nature and extent of implementing legislation will

of necessity govern the degree to which these codes ulti-

mately succeed in practice. In our view, success will depend

on how the dispute settlement mechanisms and other consultative

mechanisms are administered. In the event American firms find

future access to these mechanisms difficult or unavailable as

a practical matter, it is doubtful that the codes will provide

significant benefit.

For example, if a complaint filed by a United States

industry challenging a prohibited governmental export subsidy

is not pressed by responsible. U.S. authorities out of fear of

disturbing political relationships with the offending country,

then most assuredly the Subsi.dies code will be impaired. It

is essential, we think, that all of the codes be treated as

commercial instruments and that, in day-to-day operation, they

be permitted to function without political or other outside

interference.

To facilitate preparation of this report, the texts

of non-tariff measure codes and preliminary explanations of

possible implementing legislations have been provided to the

Committee. The Committee has not seen or considered final

drafts of legislative proposals, and its comments accordingly

are limited and tentative.
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Overview

Pursuant to Section 135 of the Trade Act of 1974,

the following comments reflect the CJnrmittee's preliminary

views regarding the possible impact of the codes and tariff

concessions on the economic interest of the United States

and the extent to which they may or may not provide equity

and reciprocity within product sectors.
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Tariff
Nc(loo i a t ion s

TARIFF NEGOTIATIONS

In the trade negotiations relating to industrial

tariffs, the United States did not fully achieve the Congressicnal

objective of equity and reciprocity in this product sector.

This conclusion is based upon a comparison of average depth of

duty reductions weighted by 1976 trade volumes, the same data

utilized by U.S. trade officials in maki- , such comparisons.

The disparities in duty reductions given and received by the

United States range between 22 and 34 percent.

Depth of Duty Cuts on ISAC #10 Products Agreed Upon
by the United States and Major Trading Partners

Concessions

U.S. to EC
EC from U.S.

U.S. to Japan
1 Japan from U.S.

U.S. to Canada
Canada from U.S.

Depth of
Duty Cut

-33%
-27%

-41%
-31%2/

-51%
-38%

Amount by Which
U.S. Duty Cut i.; Greater 1/

or Less than Partner's Cut-

Greater by
22.2%

Greater by
32.3%

Greater by
34.2%

Source: ISAC #10 Meeting, April 26, 1979, at U.S. Department
of Commerce

1/ The measure is the percent by which the United States' con-
cession is greater or less than the partner's concession.

2/ Applied rather than bound rate cuts.

50-151 0 - 79 - 14
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Thus, tariff concessions given and received by the

United States are such that the results in this product sector

appear to be much less favorable for the United States than

the results on all products in the ItTN. As not 1 above, the

United States cut its ISAC #10 duties by between 22 and 34

percent more than the European Community, Japan and Canada cut

duties on comparable products. In contrast, considering all

products, the United States cut duties 13 percent less than

the European CommuniCy, but 26 percent more than Canada. See

table below. Data on a comparable basis for Japan were not

available at the ISAC #10 meeting on April 26, 1979.

Depth of Duty Cuts by the United States and Major Trading
Partners on ISAC #10 Products Versus All Products

Amount by Which U.S. Duty Cut Is
Greater or Less Than Partner's Cut1'

Concessions ISAC #10 Products All Products

U.S. to EC Greater by 22.2% Less by 13.2%
and EC to U.S.

U.S. to Japan Greater by 32.3% N.A.2 /

and Japan to U.S.

U.S. to Canada Greater by 34.2% Greater by 26.1%
and Canada to U.S.

Source: ISAC #10 Meeting, April 26, 1979, at U.S. Department
of Commerce.

1/ The measure is the percent by which the United States' con-
cession is greater or less than the partner's concession.

2/ Applied rate cuts were not available.
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NcgotiaLions

Imports of ISAC #10 products exceed exports by about

two to one, and as much as 44 to one in the case of some products

ceramic tile, for example. Domestic manufacturers of these

products have long been highly sensitive to import competi-

tion, and in the case of many products in the group, imports

exceed domestic production. Despite these circumstances,

the United States made substantial sacrifices on ISAC #10

products relative to other countries and relative to all

products in the MTN.

Accordingly, the Committee concludes that the United

States did not fully achieve tariff equity or reciprocity in

this product sector.

In view of the duty cues made on ISAC #10 products,

as well as the sensitivity of employment in these industries

to increased inmports, ISAC #10 members urge that the United

States stage tne agreed duty cuts so as to minimize their

impact on American firms, workers and communities. Impact

can be mnimized by taking account of cyclical demand, timing

the cuts accordingly, and, where appropriate, using the Presi-

dent's authority to complete the reduction of duties by 1989,

instead of by 19R7, as appears to be planned.

For example, the duty on TSUS 532.24, glazed floor

and wall tile, is due to be cut by 3.5 percentage points.

Since building construction is entcring a recessionary phase,



188

Tariff
Negotiations

it is suggested that the duty be cut by .25 percent in each

of the first two years, and by.50 percent in each of the last

six. Since the effects of imports typically are more severe

when the construction industry experiences a downturn, it

would be more appropriate to start these duty cuts on ISAC #10

building products in 1982, rather than 1980.
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Counter feit ing

COUNTERFEITING

The Committee endorses the objectives reflected in

the code on commercial counterfeiting.

The text of the code considered. by the Committee is

limited in its co' .rage to the piracy of trademarks and trade

names. During the negotiations, some members of the Committee

suggested that consideration be given to enlarging coverage

to include patented designs and copyrights, but such enlarge-

ment was not negotiated. Nevertheless, the Committee supports

the code in its present form and recommends its approval.
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Customs Valuation

CUSTOMS VALUATION

The Committee has considered the text of the customs

valuation code and believes that it represents an important

forward step in reducing non-tariff barriers to trade.

At the same time, the Committee believes that a greater

effort should be made to minimize the time period within which

developing countries will adhere to the code. In the Committee's

view, there is little valid reason why such countries cannot

move expeditiously to conform their procedures to the code's

provisions. A special effort should be made, we think, to

speed up adherence by these countries.

A uniform system of customs valuation is important

because trade flows may be distorted by different systems of

customs valuation, many of which can and do operate as sig-

nificant bairiers to trade. Some countries use a single

standard for customs valuation, whereas others use multiple

standards. Some nations arbitrarily up-lift the invoice value

of an imported product if that value appears unreasonably low

to the customs official, whereas others have open procedures

which may be challenged.

Within, the customs valuation systems of particular

countries, there are substantial differences in the ways in

which a product may be valued. The United States itself has

nine standards of valuation, including foreign value, export
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Customs Valuation

value (two versions), United States value (two versions), cost

of production, constructed value and American Selling Price

(two versions). Consequently, some products may bear higher

or lower actual duty rates than other products with the same

specified rates of duty. To the extent that some products

receive special protection under a particular standard of

valuation, other products may be disadvantaged. Finally,

multiple methods of customs valuation create opportunities

for customs officials to take arbitra3ry, and even discriminatory

action toward countries or products.

The major feature of the new code is to base customs

value, when possible, on the transaction value, i.e., "the

price actually paid or payable for the goods when sold for

export to the country of importation," with appropriate speci-

fied adjustments. This definition should be clear and unam-

bigucus in most cases. Furthermore, in most cases, exporters

and importers will have prior knowledge of duties to be levied.

The new code provides for a highly desirable process

of consultation between customs administrations and importers.

Othler features includc bases for determining transactions value

when usual methods are inappropriate. The code also contains

helpful procedures for its administration and provides for

the settlement of disputes by a Committee on Customs Valuation

composed of representatives of signatories.
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Customs Valuation

The Committee commends the United States delegation

A for its role in developing this code and securing the agree-

ment of major trading partners. In our view, the value of

the code would be enhanced even more by bringing its administra-

tion more directly within the framework of GATT. To do so

would impnrove the likelihood of effective implementation and

uniform administration.
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Government Procurement

GOVERNMENT PROCUREMENT

The Committee is sympathetic to, and supports, the

expressed objective of this code to facilitate increased sales

of American products to foreign governments. On the other

hand, the suspension or repeal of "Buy American" statutes

presently on the books could very well result in substantial

increases in the purchase of foreign goods by the United States

government, to the detriment of American industry. Due to

absence of openness in the procurement practices of many for-

eign governments, U.S. firms may not enjoy the benefits of the

code in the same measure as foreign forms.

The Committee has been informed by U.S. trade officials

that the code will be "largely self-policing." But American

firms are generally unfamiliar with the procurement of goods

by many foreign governments, due in large measure to the

secrecy often surrounding such government purchases. Should

the code be approved, the U.S. government must undertake a

major and continuing effort to achieve genuine "transparency"

in the procurement procedures of its trading partners while

at the same time providing technical assistance to U.S. firms

desiring to sell to foreign governments. In the Committee's

view, Congress should make clear to the Executive Branch that

a supporting program of this nrture is essential.
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Government Procurement

The Committee appreciates that the ultimate value of

the code cannot be predicted and will depend upon actual experi-

ence over time. Until the code has been tested over a reason-

able period, we recommend that "Buy American" statutory pro-

visions be retained for procurements under the threshold

amount. This is absolutely necessary to protect smaller U.S.

businesses. Only on the basis of se,,eral yc'ars of informative

experience should consideration be given co removing these

statutory provisions.
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Subsidies

SUBSIDIES

The Committee supports the underlying purpose and

intent of the Subsidies code to reduce or eliminate governmental

export subsidies. The extent to which this goal is actually

achievable depends primarily upon the nature of implementing

legislation ultimately adopted.

Since shortly before the turn of this century, the

public policy of the United States has consistently opposed

foreign subsidy schemes that distort trade and provide foreign

firms artificial competitive advantages in penetrating domestic

markets. The first countervailing duty law was contained in

Section 5 of the Tariff Act of 1897, which required the Depart-

ment of the Treasury to assess countervailing duties when a

country "shall pay or bestow directly or indirectly any bounty

or grant upon the exportation of the article." The statute did

not require a finding that a domestic firm or industry would

be injured by the subsidy, and imposition of countervailing

duties was mandatory. These two Congressional purposes--no

injury requirement and mandatory assessment of duties in the

full amount of a subsidy--have continued through the years as

cornerstones of national policy.

In 1922, the Congress enacted two significant changes

in the law. First, it provided that the statute applied to =
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subsidy granted by "any person, partnership, association, cartel

or corporation" in addition to any subsidy bestowed by a country.

Secondly, the 1922 amendments applied the law to any bounty or

grant made "upon the manufacture or production or export of

any article or merchandise", whereas the statute previously

covered only subsidies made upon export. The broader statutory

provisions have carried through later enactments and remain in

the Trade Act of 1974.

Against this background, the Committee notes that the

code is much narrower than the existing U.S. statute and would

appear to cover only governmental "export subsidies" by sig-

natory developed nations on non-primary products and primary

mineral products. The code would not prohibit any subsidy,

export or otherwise, by non-governmental entities, such as

foreign cartels. Also, should a subsidy be bestowed by a sig-

natory in violation of the code, an affected U.S. industry

would be required to prove material injury before countervailing

duties could be imposed. Thus, the code, if approved by the

Congress, would not reach important non-governmental subsidies

subject to the existing countervailing duty law, and, addi-

tionally, it would impose--for the first time in the country's

history--a requirement that material injury be proven.

The Committee believes that the agreed text raises

further basic questions that warrant attention.
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Subsidies by Export Cartels

In dealing only with "governmental' exports subsidies,

the code fails to address subsidies bestowed by any "person,

partnership, association, cartel, or corporation" presently

prohibited by the U.S. statute.

In the industry sector for which ISAC 10 is respon-

sible, export cartels organized in such countries as the United

Kingdom and Japan, as well as by nationals in various countries

of Southeast Asia, have engaged in unfair methods of competition

in the import trade of the United States. In the Committee's

view, such non-gove nmental cartels should not be permitted

to subsidize exports to the United States. During the negotia-

tions, this Committee expressed the view that signatory govern-

ments should be held accountable for the conduct of their

export cartels, whether governmental or non-governmental,

and such governments should agree to put a stop to any export

subsidy activities by non-governmental cartels. This was not

done. As a result, such non-governmental subsidies can only

be reached under the existing U.S. statute. The Committee

urges the Congress to retain the statute's coverage of non-

governmental subsidies and to omit any injury requirement as

to such subsidies.
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Another major problem we see is the definition of

the term "like products" appearing as footnote 2 to section I

of Article 6:

"Throughout this Agreement the term
'like product' ('produit similaire') shall
be interpreted to mean a product which is
identical, i.e., alike in all respects to
The product under consideration or in the
absence of such a product, another product
which, although not alike in all respects,
has characteristics closely resembling
those of the product under consideration."
Emphasis added.)

This language is unduly restrictive, since it would

seem to ignore the fact that the product in the target market

might be directly competitive and interchangeable but not

identical in all physical properties. Thus, if read narrowly,

the language unjustifiably tilts the code's provisions in

favor of those who look upon subsidies as an acceptable export

weapon, making it much more difficult to prove injury.

During the negotiations, the Committee urged the

U.S. delegation to address this footnote and to negotiate

broader language that would assure that, in an injury determina-

tion, che issue would be the effect of a subsidy upon "like or

directly competitive products." To our knowledge, this task

was not undertaken. As a consequence, the Congress must now

deal with the problem. In this connection, we recommend that

implementing legislation make clear that the products need

only be alike in their characteristics and uses.
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Injury

Throughout the negotiations, the Committee was

informed that the term "material injury" used in the code con-

templated no creater proof standard than is presenitly reflected

in the antidumnping statute and decisions thereunder. An early

draft of possible implementing legislation explicitly confirmed

this approach, but we understand that this draft is now being

revised to omit such a provision.

i'he Committee is unanimous in its recommendation that

Congress make clear beyond any question its intention that the

term "material injury" as used in the code shall require no

greater standard of proof (includi.ig causality) than providei

in the antidumping statute since 1974.

In like manner, the Ccimittee urges that, in the

process of formulating implementing legislation, no more strin-

gent injury test be adopted for antidumping proceedings than

is currently provided in existing case law.

Dispute Settlement Mechanism and
Provisional Measures

The five-month period (150 days) provided for the

settlement of claims that exports are being subsidized by a

signatory is clearly too long a period unless some meaningful
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provisional remedy is ivcilable to an industry threatened with

injury as a result of subsidies. Manifestly, in a period of

five months, a domestic industry could suffer serious and

irreparable injury--in terms of lost profits and jobs--and, in

many instances, a later favorable resolution under the dispute

settlement procedure might not fully compensate for the damage

done.

Article 5, captioned Provisional measures and retro-

activity, appears designed to provide interim relief. Unless

supported by clear and concise implementing legislaticn, the

language may fall short of providing an effective procedure.

We would favor a procedure under which the appropri-

ate U.S. agency would issue interim orders, not unlike the

system used by the courts of the United States in issuing tempo-

rary and preliminary injunctions to maintain the status quo.

Such a procedure ought not t, require full evidentiary hear-

ings on the merits but simply require (a) a showing of the

existence of the subsidy in question and (b) sufficient evi-

dence of likelihood that the affected industry will ultimately

prevail on the merits.

On an expedited basis, a temporary or preliminary

-rder could then be entered (a) placing an embargo on further

importations of the subsidized product, (b) posting of bonds
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or cash in sufficient amounts to assure payment of such

countervailing duties as may later be assessed under the

statute, or (c) other relief sufficient to maintain the status

quo. We would favor this approach at least on non-qovernmental

subsidies not covered by the code, and we note that such pro-

visions could be adopted by Congress as part of implementing

legislation.

With respect to governmental export subsidies covered

by the code, it is questionable that posting of general bonds

or cash deposits are sufficient interim remedies. We under-

stand that consideration is currently being given to authorizing

the use of single entry bonds as a provisional remedy. We

think such a provision would materially strengthen the code,

and we urge its adoption. While such a remedy might not be

warranted in every case, its availability would encourage

prompt handling of disputes under the five-month settlement

mechanism.

Developing Countries

The Ccmmittee finds the provisions of Article 14,

captioned Developing countries, disappointing.

We do not object to the principle that special and

differential treatnilent for developing countries is warranted

50-151 0 - 79 - 15
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in many subject areas of international trade. However, the

matter of subsidies is not such an area.

The text of Article 14 not only "recognizes" but

encourages trade-distorting subsidy practices. See, in par-

ticular, Sections 1, 2 and I. Section 5, for example, could

only prove counterproductive over the next decade oL developing

trade. Its language makes indelibly clear that a developing

country need only "reduce or eliminate" export subsidies when

the use of such subsidies "is inconsistent with its competitive

and development l.eeds." But an export subsidy is always

used to achieve a perceived "competitive" need and has little

or no other purpose.

In the industrial sectors covered by this Committee,

theie are many developing countries with established, efficient

industries, fully capable of competing on equal terms. In

these circumstances, the affirmative recognition of export

s'bhsidies reflected in the draft, which would seem to cloak

thit., with some measure of legitimacy, seems misplaced.

We have been informed by a representative of the

Office of the Special Trade Rrepresentative that the U.S.

rountr-rvaiiincl duty statute will continue to be available as

a remedy against developing co..ntrie.s utilizing export subsidies.

We' suppiort m7id recornmend r-tentiorn of th(2 stItutu for t-his

purpose.
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FRAMEWORK
IMPORT LICENSING

TECIINICAL BARRIERS TO TRADE (STANLDARDS)

The Committee supports the purpose arid objectives

of these three codes and favors their adoption.

Respectfully submitted,

Davld C. Murch;son, Chairman
ISAC #10
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ANNEX A

3211 Flat glass
3221 Glass containers
3229 Pressed or blown qglass, n.e.c.
3231 Products of purchased glass
3241 Cement, hydraulic
3251 Brick and structural clay tile
3253 Ceramic wall and floor tile
3255 Clay refractories
3259 Structural clay products, n.e.c.
3261 Vitreous china plumbing fixtures
3262 Vitreous china food utensils
3263 Fine earthenware food utensils
3264 Porcelain electrical supplies
3269 Pottery products, n.e.c.
3271 Concrete block and brick
3272 Concrete products, n.eec.
3273 Ready-mixed concrete
3274 Lime
3275 Gypsum products
3281 Cut stone and stone products
3291 ADrasive products
3292 Asbestos products
3293 Gaskets, packing, and sealing products
3295 Minerals, ground, or treated
3296 Mineral wool
3297 Nonclay refractories
3299 Nonmetallic mineral products, n.e.c.
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Industry Sector Advisory Committee (ISAC)
No. 11 - Ferrous Products

Steel Sector Report on
Multilateral Trade Negotiations

June 28, 1979

In compliance with the 1974 Trade Act, this is a report by ISAC 11
on the results to date of the TokyG Round of multilateral trade
negotiations and the extent to which the desired objectives of
equity and reciprocity have been achieved. The report incorporates
commer.ts on the Trade Agreements Act of 1979 inasmuch as that
legislation serves to refine and make more specific in U.S. law
essential features of the international agreements.

(206)
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ISAC Summary Evaluation

Members of ISAC 11 have been asked to provide an advisory
opinion on the extent to which equity and reciprocity have been
achieved for the sector as a result of trade agreements entered
into under the Trade Act of 1974.

It is the judgment of ISAC 11 that the non-tariff codes,
as proposed to be implemented by the Trade Agreements Act of
1979, could result in achieving more equity and reciprocity for
our sector than currently exists. On this basis we support the
trade agree;'.ents legislation submitted by the President to
Congiest ;,. June 19, 1979 and recommend its approval by Congress.

"itl :espect to the tariff results of the multilateral
trade .:ree-aents, ISAC 11 concludes that equity and reciprocity
were l.iTr .-hieved.

Difficult Negotiations and Desirable Objectives

ISAC members recognize and fully appreciate the difficult
tasks that faced U.S. negotiators in attempting to accommodate
the broad spectrum of U.S. economic interests. We also recognize
that U.S. officials often encountered stiff resistance in negotia-
tions on politically and economically'sensitive issues, such as
government subsidies and government procurement.

Clearly, a better order in international trade is necessary.
To this end, we believe that U.S. negotiation officials made
significant progress in the search for more discipline, equity
and fairness than currently exists.

We also believe that formation in October 1978 of the
government-to-government OECD Steel Committee should be viewed
as a positive accomplishment, even though this occurred outside
the MTN negotiating framework. The industry fully supports the
new international committee as a significant step toward trying
to resolve some of the long-standing problems in steel trade among
countries.

Since the Steel Committee only recently became operative,
it is too early to judge how effectively it will deal with
these problems. If members come to grips with them quickly and
constructively, the potential benefits will be great. If, on
the other hand, the Committee bogs down in endless debate or
prolonged studies of an academic nature, the benefits -- i.f any --
will be minimal and the spirit and intent of the Agreement: will
be frustrated.
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The domestic steel industry has pledged to work closely and
cooperatively with the Government in achieving positive results
from the new Steel Committee.

Basis for ISAC Evaluation

Members of ISAC 11 had to judge the negotiation results
in terms of whether those results can meaningfully and effectively
deal with wholesale dumping and subsidization as well as the broad
array of protective import measures that currently characterize
world trade in steel, ferroalloys and related industries.

In making their evaluation, ISAC 11 members chose not to
limit themselves exclusively to a review of the trade agreements.
Those agreements, while nobly drafted, contain broad generali-
zations, imprecise phrases, and undefined terms. That was to be
expected from international documents designed to engender en-
dorsement from a highly diverse group of countries.

For these reasons, ISAC 11 stressed from the outset that a
proper evaluation of MTN resu4ts must take into account not only
the trade agreements, but also the U.S. implementing legislation
and the extent to which changes in domestic law would deal with
restrictive or unfair trade practices adversely affecting the
domestic industry.

SUBSIDY/COUNTERVAILING DUTY CODE

The Subsidy Code is of particular importance to ISAC 11.
For steel, ferroalloys and other products covered by this ISAC,
foreign government subsidies and ownership of industries are the
root causes of unfair commercial practices in the US. market.

In reviewing the Subsidy Code, ISAC members cited a number
of serious deficiencies, primarily in definition.

1. There is no general definition of "subsidy" in the
Subsidy Code. We recommended that a definition must
be written into U.S. law and must broadly include
both the export and domestic subsidies of foreign
countries.

2. The Code calls f:rz a "material injury" test. We
recommended that the injury definition in the U.S.
countervailing duty statute should be any injury
which is more than immaterial or inconsequential.
This is the test used by the ITC under the current
antidumping statute.
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3. The Code permits assessment of a countervailing
duty less than the amount of the subsidy and, in
fact would permit complete discretion by a
administering agency as to the application of
any remedy.

4. The Code permits termination of proceedings based
upon the receipt of voluntary undertakings or
mutually agreed solutions - "undertakings" or
"solutions" that need be satisfactory only to
the governments, irrespective of the position of
the affected industries and their employees.

These are examples of the types of deficiencies which we
saw and cited in the Subsidy Code. If these defects were not
remedied in the implementing legislation, the Codes could have
substantially weakened the ability to deal with subsidy practices.

It is the judgment of ISAC 11 that the Trade Agreements Act
of 1979 resulted in a historic degree of reform. The Act signifi-
cantly improves upon the Code by defining and making more precise
the critical definitions, by expediting the processing of complaints,
by insuring more effective application of relief during a proceeding
and following an affirmative determination, by providing adequate
judicial review, and by setting standards for the suspension of
investigations. The 1979 Act empowers U.S. trade officials with
the authority needed to effectively deal with trade problems arising
from foreign government subsidy practices.

One problem does remain. In the area of export subsidies,
the biggest problem for American steel producers has been in
Europe, wher, the Community's value-added tax system constitutes
(by the rebate of the tax on exports) and export subsidy and (by
levy of the tax on imports) a very high and discriminatory barrier
against foreign produ ers.

The V.A.T. trade problem was not resolved in the negotiations.
Instead, the code specifically sanctions rebate of V.A.T. on exports
and its levy on imports.

We recommend that the V.A.T. trade issue be made a priority
area of study and reevaluation in the post-MTN period.
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INTERNATIONAL ANTIDUMPING CODE

In a prefatory explanation to the Subsidies/Countervailing
Duty Code, a U.S. Government report states:

The EC, and others, have argued that it would be
illogical, and potentially troublesome, to in-
terpret GATT Article VI one way for countervailing
and another for antidumping. We believe that in
each case the adoption of the countervailing pro-
visions in the dumping context would, in fact,
result in closer conformity between actual U.S.
practice in dumping and the provisions of the
Antidumping Code, and could well be desirable
from a U.S. point of view.

From the standpoint of this ISAC, the desirability of
parallel changes in the International Antidumping Code, and
therefore in the U.S. Antidumping Act, depended on the actual
language to be included in the countervailing duty provisions
of the implementing bill.

We had urged that in the amendment of the domestic antidump-
ing statute there should be absolutely no weakening in its enforce-
ment nor requirement that domestic complainants sustain a greater
burden of proof than currently exists today with respect
to causality, injury, or definition of industry. In fact, the
Act should be strengthened and made more effective.

As in the case of the countervailing duty stat ite, it is
the judgment of ISAC 11 that a historic degree of reform has been
realizea in the TIrade Agreements Act of 1979 and that administra-
tion of the Antidumping Act should be improved as a result thereof.

GOVERNMENT PROCUREMENT CODE

The Government Procurement Code offers the possibility of
significantly increased trade for U.S. goods fabricated from products
covered by ISAC 11. If properly administered, this code should
result in significant progress toward establishing equity and
reciprocity in the area of government procurement.
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However, within the code there are a variety of means by
which signatories could violate its spirit. Only through
careful monitoring and a lasting commitment by the U.S. Govern-
ment to see that the spirit of the code is obeyed, can this
agreement achieve its objectives.

Implementation of the code has been set for January 1, 1981.
The government should use the time between now and then to develop
some record of and further evaluate the significance of each
country's entity coverage. This would not only provide valuable
information but would also establish, for all countries to ;'eo,
that the U.S. Government has continuing interest in the code
and wants to see it administered fairly.

CUSTOMS VALUATION CODE

The Customs Valuation Code rationalizes national customs
valuation practices by establishing a well-defined list of
valuation methods to be used in a pre-determined order of pre-
ference. To the extent possible, "transaction value" will be
used as the basis of customs valuation in both unrelated and
related party transactions.

It is the judgment of ISAC 11 that the standardization
of valuation methods is a positive step and hopefully will
lead to greater comparability and predictability in customs
valuation practices internationally than has been the case to
date. As in the case of other codes. the United States will
have to rely on stringent enforcement and active use of the
dispute settlement mechanism to insure that this code is
applied uniformly in countries with widely diverse customs
practices.

SAFEGUARDS CODE

Regretfully, agreement on an international safeguards code
has not yet been achieved. Members of ISAC 11 hope that efforts
to revise GATT Article XIX into a meaningful international "escape
clause" procedure will continue undaunted.

From our viewpoint such a code could result in two significant
benefits: (a) it could permit application of selective import re-
strictions; and (b) it would require other nations to be more trans-
parent and to operate above-board whenever they apply import restraints
or enter into restrictive trade agreements which can have the effect
of diverting steel, for example, into the United States.
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TEXTS CONCERNING A FRAMEWORK FOR THE CONDUCT
OF WORLD TRADE

It is the judgment of ISAC 11 that the five points constituting
the work concluded on GATT framework and reform represent positive
efforts to explicitly update and clarify that which has become
acknowledged interpretation of international trade law.

We also note the agreement of the Framework Group to take up
on a priority basis in the post-MTN period the GATT rules on im-
position of export restraints. In this regard, ISAC 11 members
urge that the procedural features of the U.S. law governing the
imposition of export controls for products deemed to be in short
supply be given international standing so that all other GATT
members operate openly and above-board in the imposition and appli-
cation of such controls.

T'w-.:.TMENT OF DEVELOPING COUNTRIES

While preferential treatment of lesser developed countries may
be appropriate in certain circumstances, such treatment is not justi-
fied if their industries are fully competitive in international
markets. This applies particularly to more highly developed countries
such as Brazil, Taiwan, Mexico and South Korea whose steel and ferro-
alloys industries compete' in the world marketplace on equal terms
with steel and ferroalloys industries of major developed countries.

ISAC 11 members are pleased that key provisions of the inter-
national agreements and the Trade Agreements Act of 1979 attempt to
distinguish the obligations of major developed countries, more
advanced developing countries, and least developed countries. We
have urged that such a distinction in economic status be made. It
will now rest with U.S. trade officials to insure that the "graduation"
concept is adopted and effectively implemented on both a product and
a country basis.

TARIFFS - STEEL MILL PRODUCTS

Contrary to the improvements realized in the non-tariff area,
equity and reciprocity were not achieved in telms of tariff results.
If anything, the tariff reductions to which the United States agreed,
will widen the disadvantage between the United States and its major
trading partners insofar as steel is concerned.
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;.,win a a breakdowru ,! the reductions negct:iated or.
s*r:' -;'', ::; ,-!.-I. asrd or I- f!f--inl data ava'lable to ua:

Av raJe Aip iedi Depth of Resultinn
Pats *''.t Average Pate"

rI ' It.' '2 5.4

Jnpan 6.3 16! 5.3

Canada 13. 37% 8.7

"r.ited states 6.! 27% 4.4

Based on 1976 dutiable trade, weighted by trade in steel rill
pro-ducts with the world.

In romiarison with the existing rates of duty, the United
States concessions were excessive and w)ll leave the United States
worse off in terms of tarift disparities vis-a-vis the EEC and
Janan. Hioher tariffs in Europe, Japan and Canada will be a
factor -- added to other import restraints -- which will make
the U.S. market more attractive to third country steel exports.
The inequitable tariff results will contribute to an increase
in volume of steel imports -- already the second largest con-
tributor to the growing U.S. trade deficit.

TARIFFS - FERROALLOYS

ISAC members representing the ferroalloys industry strongly
object to the tariff results. The domestic ferroalloy industry
has consistently urged the world-wide elimination of all ferro-
aloy duties but, failing that, elimination of the disparity in
rates that currently exists among the United States, the Euro-
pean Community and Japan.

U.S. negotiators failed on both points. They did not extract
adequate concessions from our trading partners,especially Japan.
It is noteworthy that Japan made virtually no concessions on
ferroalloys whose domestic production is important to the Japanese
economy.

In particular, the U.S. ferroalloys industry objects to the
substantial cut in U.S. tariffs from 5.5 percent to 3.9 percent
on the critical and import-beset product of silico-manganese. This
cut is certain to be harniful; the EEC and Japan made no significant
reductions on silico-manoanese.
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As a result of the unilateral tariff reductions made during
the Kennedy Round and the impact of world-wide inflation on specific
and compound rates, U.S. duties on ferroalloys (based on trade-
weichted imports) in 1976 were 63 percent below those prevailing
on imports into the EEC and 57 percent below those into Japan.
The offers tabled in Geneva achieved some (albeit inadequate)
degree of harmonization with the EC; but, with Japan, no harmoni-
zation was achieved.

In short, the Geneva negotiations did little to remedy
the duty disparity that has made the United States the world's
most attractive ferroalloy market for all world producers to
the great disadvantage of the domestic producers.

TARIFFS - CONVERSION

There is a positive aspect to the tariff results. Most of
the specific and combination tariff rates on items covered by
ISAC 11 have been converted to ad valorem rates of duty. This is
a belated but nevertheless welcome reform. It finally places the
United States on a par with the EEC, Japan and most other countries
of the world insofar as this aspect of tariff administration is
concerned.

ADDMINISTRATION AND rNFORCE1ENT OF TRADE
AGREEMENTS PROGRAAM --

At the risk cf restating the obvious, ISAC 11 believes that
the newly negotiated trade agreements will only be as good as the
will of U.S. trade officials to insure their fair but effective
implementation through application of domestic laws and through
pursuit of international procedures.

To this end, we strongly urge

Restructuring of the international trade functions
of the U.S. Government to gear for the monitoring
and enforcement responsibilities that necessarily
attach to the negotiated agreements;

Continuation of the private sector advisory process
instituted under the Trade Act of 1974 which exceeded
our expectations and of which this report is a by-
product; and

eA
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Reqular oversight and participation by Congress and
its committees in the operation of the trade agree-
ments program.

We truly hope that derogation of responsibility in the
administration of domestic trade law is behind us and that a
new era of international trade policy lies ahead that will be
responsive to the grave economic issues that confront our nation
and the international community at large.
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I. SUMMARY

This report on the Multilateral Trade Negotiations by

the Industry Sector Advisory Committee on Nonferrous Metals

and Products ("ISAC 12"), following a preliminary report on

February 27, 1979, may be considered a final report. Certain

important work remains to be done, however, on the negotiating

of a Safeguards Code and other matters, and ISAC 12 reserves

the right to make additional comments on the MTN if necessary.

Throughout the MTN, ISAC 12 has been concerned principally

about four matters:

1 -- tariff reductions by the United States and

certain other countries, especially the EEC, Japan

and Canada, on a wide range of nonferrous metals

and products;

2 -- restrictions by developed countries on the

exportation of nonferrous scrap, and restrictions

on exports of nonferrous ores and concentrates by

certain developed (particularly Australia and Canada)

and developing nations;

3 -- the negotiation of a Subsidies Code which would

reduce the use by other nations of trade and investment

distorting export and internal subsidies, and which

would allow U.S. industries to obtain effective

countervailing measures against such subsidies when

they damage American commercial interests;
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4 -- the negotiation of an improved safeguard system

which would provide: "fast-track' access to import

relief in emergency situations with a lesser burden

of proof on domestic petitioners and with limited

forms of relief granted for shorter time periods

than under the "escape clause" (Sec. 201 of the 1974

Trade Act); and selective application of measures

directed solely at disruptive imports without regard

to the "most favored nation" principle.

Also, the GATT Antidumping Code was amended to make it

conform with the Subsidies Code, and the Congress and the

Executive Branch have drafted implementing legislation,

i.e., amendments to the U.S. antidumping statute. These

matters are also of considerable interest to ISAC 12.

The Advisory Committee's comments and further recom-

mendations on each of those five importanr subjects are

summarized immediately bflow. A somewhat L re detailed

discussion of each point occurs later in thy report.

Summary of Comments and Recommendations

1 -- With the exception of aluminum ingot and unwrought

magnesium, refined nonferrous metals will continue to

have substantially the same tariff protection as they

previously had. Also, on many wrought, semimanufactured

items the discrepancies have been reduced considerably

between the generally low U.S. tariffs and the generally

much higher tariffs in the EEC and Japan.

50-151 0 - 79 - 16
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An excellent opportunity has been lost, however,

to harmonize tariffs fully, and the American market

will remain the most open major market in the world

for nonferrous metals. ISAC 12 strongly recommended

a "sectoral negotiation"which would have attempted

to bring about equality of competitive opportunity.

Unfortunately, the American negotiators could not,

or chose not to, accept this advice. Instead they

concentrated on the arithmetic of tariff cuts rather

than than on the competitive situations in which

American companies will find themselves after the

MTN.

2 -- Nothing was done to reduce the controls which

other countries exercise over exports of nonferrous

scrap and nonferrous ores and concentrates. As a

way of encouraging freer trade in these materials,

the Congress should consider legislation that would

authorize restrictions against countries which place

export controls on nonferrous scrap and ores and

concentrates.

3 -- The U.S. negotiators have done a generally good

job of negotiating a Subsidies Code under trying

circumstances. For the Code to be of real benefit,

however, to American industries, there must be care-

fully drafted legislation on such key issues as the

injury test and the implementing legislation must

be properly administered.
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4 -- A Safeguards Code has not yet been negotiated;

it is hoped that negotiations can be completed this

July. American negotiators should accept "selectivity'

and continue to press for."fast-track" import relief.

The Administration should send fast-track legislation

to the Congress, regardless of the outcome of negoti-

ations on the Code.

5 -- Implementing legislation arising from amendments

to the GATT Antidumping Code should not make any change

in the injury test currently applied under U.S. law.

6 -- It is impossible to say at this time whether

the trade negotiations will benefit or harm the

American nonferrous metals industry. For example,

* no one can predict the impact on trade and investment

flows of a series of interacting tariff cuts. The

new Subsidies Code could benefit the industry but

much -- indeed, everything -- depends on the imple-

menting legislation now before the Congress and on

how the American law is administered subsequently.

II. TARIFF REDUCTIONS

General

Although the tariff reductions cover several hundred

items, some generalizations axe in order. First, with the

exception of aluminum ingot and unwrought magnesium, U.S.
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producers of the basic, refined nonferrous metals will

continue to have substantially the samo tariff protection

as they previously had.

Second, on the many semimanufactured items made from

nonferrous metals (e.g., rods, bars, sheets, tubes, pipes,

flakes and powders) the discrepancies between the generally

low U.S. tariffs on the one hand and, on the other,

the generally much higher tariffs in the other principal

markets, the EEC and Japan, have been reduced considerably.

That said, it is fair to say that an excellent opportunity

has been lost to harmonize the relatively high tariffs of the

EEC, Japan and Canada, particularly on the semimanufactured

items, and the relatively low duties of the United States.

In the major metals -- aluminum, copper, lead and zinc -- U.S.

duties in the semimanufactured items will generally be in

the 3-6 percent range while those of Japan and the EEC will

usually be from 6 to 12 percent.

Thus, the U.S. market will remain the most open major

market in the world for nonferrous metals and nonferrous

products. This will be particularly evident durinF, the

periods of oversupply which are endemic in the nonferrous

industry. The experience of the copper and zinc industries

in the period 1975 - 77 provides strong confirmation that

world surpluses move to the U.S. market under such conditions.
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ISAC 12 feared this result and strongly recommended a

"sectoral negotiation" for nonferrous metals, a negotiation

which would address tariffs, supply access, investment

restrictions and other matters which affect equality of.

competitive opportunity.

This advice was not followed, in part because the EEC

and Japan did not want a sectoral negotiation in nonferrous

metals (although Canada did) and perhaps also because the

American negotiators were at best lukewarm to the idea. As

a result, tariffs were addressed in isolation, using various

formulas to cut them. And the negotiators, unfortunately,

were preoccupied in many instances with the relatively

unimportant arithmetic of tariff cuts rather than with the

competitive situation in which American companies would find

themselves after the MTN.

More detailed comments on certain metals follow;

~ruminlm-

The domestic aluminum industry's major objective in the

Tokyo Round has been freer trade through the reduction and

elimination of tariff disparities on aluminum and aluminum

mill products among the major producing and consuming countries

and regions. This objective was recognized by the Congress

in the Trade Act of 1974, with aluminum specifically identified

in the Act as a sectoral candidate for tariff harmonization.

i
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With respect to unwrought (primary) aluminum, the

principal form in which aluminum moves internationally,

existing tariff disparities actually will be significantly

aggravated and enlarged as a result of the MTN. At the

request of Canada, the U.S. negotiators have agreed to the

elimination of U.S. unwrought aluminum tariffs. Although

Canada has agreed to match this, the net benefit will be

overwhelmingly in favor of their primary aluminum industry

which already is the world's lowest cost producer and the

world's largest exporter. The net benefit will not result

from increased Canadian exports to this country since the

U.S. pre-Tokyo Round duties already were very low; rather

the Canadian industry will benefit by not having to pay

many mi.Llions of dollars in duties each year to the U.S.

Treasury.

On the other hand, tariffs in the EEC and Japan will

remain at high levels. -The -EEC-has- agreed-to -orlya -light-

reduction (from 7 to 6 percent), and Japan will retain its

9 percent tariff. Thus, these major markets for U.S. exports

will continue to be protected, while the United States will

be the only major market fully open to aluminum ingot imports.

Further, by eliminating the U.S. tariff completely, this

country will have no leverage to bargain with the EEC and

Japan in the future.

Regarding wrought aluminum mill products, there will be

some moderation of existing disparities. However, the duties
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applicable to major mill products in the EEC and Japan

will remain substantially greater than those in the U.S.

In times of supply-demand imbalance, these higher EEC and

Japanese duties will continue to afford their domestic

industries a disproportionately larger share of protection,

to the further detriment of American industry. The conversion

of U.s. specific rates of duty to ad valorem equivalents,

however, will have the beneficial result of preventing the

further erosion of U.S. duties because of inflation.

A representation of a consuming company comments: "In

aluminum, TSUSA items 618.01, 618.02, and 618.15 (ingot and

continuous cast rod and sheet in coils) are alternative

products that an aluminum smelter can make from molten

primary aluminum. They should carry the same duty, namely

zero."

Beryllium and Beryllium Alloys

Unlike other segments of the American nonferrous metals

industry, beryllium products producers are heavily export

oriented. The chief value of their exports is in beryllium-

copper alloys, not copper or aluminum.

The negotiators largely lost an opportunity to restructure

the duties on beryllium products so as to reduce the disparities

between the generally lower U.S. duties and the higher Japanese

and EEC duties. For example, on beryllium aluminum master

alloy, the final U.S. duty will be zero, compared to six

percent for the EEC and nine percent for Japan. However,
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Japanese duties on beryllium copper strip were reduced 70

percent, a significant step.

All things considered, the U.S. beryllium industry will

be no worse off -- and perhaps somewhat bettor off -- than

before.

Copper

In unwrought copper the United States will have a duty

of 1.2 percent, the EEC zero, while Japan will retain a

substantial tariff of 7.3 percent. During periods of over-

supply, therefore, excess metal is likely to flow into the

U.S. and European markets, but not tJie Japanese.

In fabricated copper products, the U.S. will have some

tariffs in the 6 - 7 percent range, but many ranging from

one to three percent. EEC tariffs will be almost entirely

6 - 6.5 percent, because the Community would agree only to

less than "formula cuts." Japanese duties were cut substantially,

mainly from 15 percent, but will remain in the range of 6.5 to

8.0 percent. Thus, in fabricated products, the U.S. duties

will generally be the lowest of the three major markets.

Lead

The conversion of the present specific duty of 1 1/16 conts

a pound on unwrought, refined lead to an ad valorem equivalent

of 4 percent will allow the tariff to keep pace with inflation.

r
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Additionally, the willingness of Canada to reduce tariffs

of 17.5 percent on many semimanufactured items to 2 percent

will be of substantial help. There will continue to be sub-

stantial disparities on these items, however, between the

U.S. duties and those of the EEC and Japan, with U.S. duties

generally in the 3 - 5 percent range, the Japanese running

from 6.5 to 8.0 percent and the European around 8 - 9 percent.

The unwillingness of the Europeans to reduce their tariffs

further is particularly disappointing.

Magnesium

The United States today is the world's largest producer

and consumer of magnesium. Magnesium is very energy intensive.

Canada, with extensive hydroelectric potential, is encouraging

production and, at the same. time, is unwilling to reduce its

tariff of 5 percent.

Since the U.S. is drastically reducing its tariff on

primary metal from 20 to 8 percent, Canada, with its low

energy costs, is likely to have a substantial economic

advantage in the future. The U.S. industry may lose part

of its export markets and also may find it difficult to

expand in its own market. (This refers to industrial uses,

the major market. Canada's magnesium today enters the U.S.

tariff-free for military end uses.

The EEC has a :eferential agreement with Norway which

allows Norway's government-controlled production facility to

send magnesium into the EEC free of duty. The EEC is the
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world's second largest magnesium market. The United States

now will find it difficult to compete with Norway's state-

controlled facility in the EEC.

Nickel

Nickel in its unwrought form continues for the most part

to trade "free" throughout the industrial world. Japan, the

sole exception, imposes duties on its imports of nickel metal,

while imposing no duty on nickel ores. That country, however,

has made significant cuts of up to 60 percent in tariff rates.

The attempt to equalize tariff rates on wrought nickel

and its alloys between the United States and the EEC has been

fairly met for major trade items. Pipe and tubing remain the

exception with this country reducing its rate to 2.5 percent

while the EEC is cutting only to 5.3 percent. Japan continues

its protective measures by remaining several percentage points

higher than both the United States and the EEC. Although

the Japanese tariff cuts on nickel and its alloys are signifi-

cant, that country will still retain the highest tariffs among

the major industrial nations.

Silicon

TSUS 632.8420 containing 96.0 to 99.0 percent silicon

will carry a 9.0 percent duty, whereas 632.43 containing

over 99.0 percent silicon will carry a 3.7 percent duty.

There is no logical reason why the less pure product should

carry the higher duty.
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Titanium

During the course of the MTN there has been no change

in the critical and unique contribution of titanium alloys

in assuring a strong U.S. defense posture, specifically in

high performance aircraft and gas turbine engines. It will

be somewhat more difficult to maintain a strong domestic

primary industry if the U.S. tariff on unwrought and wrought

titanium is reduced from 18 to 15 percent. It was recommended

that titanium be excepted from any tariff cuts, and this was

originally approved by the STR.

Zinc

The effective duty on unwrought, refined zinc will increase

with inflation since a specific duty of 0.7 cunts a pound is

being converted to an ad valorem equivalent. It is distressing,

however, that Japan &ad the EEC will maintain their duties at

3.7 and 3.5 percent, respectively.

The American duty on zinc alloys, which was excepted by

the STR from any tariff reductions, remains at 19 percent.

One producer representative comments: "The American negoti-

ators recognized the role of the zinc alloying industry in

maintaining a market for speci: high grade zinc in this

country and removed from consider .i-n any change in the

ad valorem duty on zinc alloy."

A consumer representative notes: "Zinc alloy will carry

a 19.0 percent duty in contrast to unalloyed zinc with less

than 2.0 percent and a variety of fabricated products, including
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fabricated alloys, which will have no more than a 5.7 percent

duty. The discrepancy in the duty structure is glaring."

Again in wrought, semimanufactured items U.S. duties will

generally be in the 5 to 6 percent range, while EEC duties

will be around 8 percent and the Japanese 6 to 7 percent.

Thus, significant tariff disparities remain in favor of

foreign producers.

III. ACCESS TO SUPPLIES

Since there was no sectoral negotiation, it had been

hoped that the questions of export controls on scrap and

ores and concentrates might be dealt with in the GATT instru-

ments known collectively as the Framework Agreements.

Unfortunately, nothing was accomplished except that

agreement was reached to continue discussing the matter after

the MTN. ISAC 12 doubts the success of any such discussions.

The United States is the only major industrial nation

which permits scrap to be exported freely. Moreoever, other

nations, which complain about occasional requests by U.S.

industry to have restrictions placed on metal imports, are

moving in the direction of imposing export controls on ores

and concentrates as a way of encouraging development of their

own metals industries.

In order to encourage freer trade in scrap and ores and

concentrates, the Congress should consider:
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1 -- Amending the Export Control Act to authorize the

prohibition of scrap exports to any country which

itself restricts the export of scrap.

2 -- Amending the 1974 Trade Act to provide that when

any country restricts its ore and concentrate exports

to the United States this country might similarly

restrict imports of the corresponding metal from that

country, unless there was a shortage of metal in this

country as measured by, say, producer stock levels.

IV. SUBSIDIES CODE

The American negotiators have generally done a good job

of negotiating a Subsidies Code under trying circumstances.

For this Code to be of real benefit, however, to American

industries the implementing legislation must be carefully

drafted.

Injury test. American negotiators made a key concession

in agreeing to an injury test, not now required under American

law except for duty-free products. It is most important that

the injury test under the amended countervailing duty statute

be no more rigorous than that applied under the antidumping

statute since January 1975.

Non-signatories. Non-signatories of the Code should not

receive the benefit of the injury test.

Developing countries. Developing nations, often the worst

offenders in the use of subsidies, should receive no special

benefits under U.S. law.
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ISAC 12 recommended the retention of the DISC, and it

appears that in negotiating the Subsidies Code the U.S.

negotiators entered into no agreements which would require

the elimination of DISC. This matter should be discussed,

if at all, in a post-MTN tax conference.

V. ANTIDUMPING CODE

The GATT Antidumping Code has been amended so that it

will conform with the Subsidies Code. U.S. implementing

legislation should:

1 -- Not make any change in the current injury test.

2 -- Shorten somewhat the time limits for completion

of a case.

3 -- Make certain that when price assurances are accepted

to terminate a case, they are for the full amount of

the dumping margin and are monitored closely.

VI. SAFEGUARDS CODE

Disputes over key issues have delayed negotiation of

a Safeguards Code. The negotiators now hope to complete

work on the Code in July of this year.

The American negotiators should:

1 -- Accept "selectivity," the application of import

measures against particular offending nations, without

regard to the MFN principle.
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2 -- Continue to press for restrictions on export

restraints and extra-industry agreements.

3 -- Not agree to special and differential treatment

for developing nations.

4 -- Not agree that imports should be the "principal"

cause of injury or accept any language that would

require amendment to Sections 201-203 (the "escape

clause") of the 1974 Trade Act.

5 -- Continue to press for a "fast track" for import

relief in critical circumstances with a lesser standard

of injury and a shorter period of relief than under the

"escape clause." In this connection ISAC 12 welcomes

a statement by an STR representative that the intro-

duction of "fast track" legislation is being considered

by the Administration, regardless of the outcome of the

Safeguards negotiations.
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OVERALL

While we recognize that certain benefits will accrue to

some industries as a result of individual agreements, we do

not find that, on balance, the agreements overall provide

for equity and reciprocity within this sector.

We do however recognize and hereby acknowledge the

conscientious and dedicated efforts of the Government repre-

sentatives who worked with us directly and indirectly during

these several years of consultations, in a sincere effort to

make this exercise a success.

Inasmuch as all information regarding the impact of

these agreements on other industry sectors was not available

to us, ISAC 13 does not believe it is in a position to comment

on whether the MTN Agreements are in the overall economic

interests of the United States.

Furthermore, since language contained in implementing

legislation is not now available and thus cannot be included

in an assessment of the overall impact of the MTN on the

economy of the United States, we reserve the right to revise

-these or submit additional final comments when detailed pro-

visions of that language have been made available.

TARIFFS

It is the consensus of this committee that the U.S.

tariff offers on products manufactured by industries
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OVERALL

represented in ISAC 13 were generally comparable to offers

of some other countries. It was a distinct disappointment,

however, that no items of scissors, shears or hand tools,

for which exceptions were requested, were withdrawn during

the tariff reduction process.

CUSTOMS VALUATION

ISAC 13 supports the provisions of the code on Customs

Valuation and are hopeful that it will provide the desired

deterrent to the longstanding practice of some countries

who have frequently engaged in the practice of value uplift.

FRAMEWORK

ISAC 13 fully supports the provisions set forth in the

Framework code.

COUNTERFEITING

ISAC 13 fully supports the provisions of the draft code

on Counterfeiting and urges that its definition be expanded

to cover designs, models and copyrights, in addition to trade-

marks and trade names.

We trust that unrelenting efforts be pursued to have

this code adopted -- especially by the LDC's.

GOVERNMENT PROCUREMENT

Members of ISAC 13 industries have little hope of com-

peting for Government business in other countries inasmuch
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OVERALL

as the products of those industries are predominately labor

intensive and to a large degree non-competitive under any

circumstance.

The industry member products covered by special Buy

American provisions of legislation are gratified with the

exclusion of the National Tools Center and Region 9 of GSA

from the list of entities designated for coverage by the

Agreement.

Implicit in the exclusion is the procurement of hand

tools and stainless steel flatware for Government consumption.

IMPORT LICENSING

ISAC 13 members support the provisions of the Import

Licensing Code and are hopeful that the restrictive practices

of several countries, especially the LDC's will be substan-

tially eliminated by its adoption.

SAFEGUARDS

ISAC 13 members wholeheartedly support the provisions of

the Safeguards Draft Code and are deeply distressed at the

failure of our trading partners to sign this code.

Failure to achieve finalization and acceptance of the

Safeguards Code by all or most participants in the MTN will

substantially nullify or dilute the potential benefits of

all other adopted codes.
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OVERALL

STEEL AGREEMENT

Products manufactured by 'virtually all of the 'ndustries

represented in ISAC 13 are predominantly fabricated from steel.

The combined production of hand tools, saws, saw blades,

scissors, shears, cutlery, and stainless steel flatware amount

to billions of dollars in annual sales.

.Members of this committee have concluded that the com-

bined effect of U.S. tariff reductions, duty-free entry from

LDC's under the General System of Preferences, and anticipated

"downstreaming" as a result of the Trilateral Steel Agreement

by fabricators of products made from excess capacity subsidized

steel will result in a continuing erosion in the world's

market share of their respective products, which, even as

negotiations have taken place, is diminishing.

Another factor contributing to those conclusions is the

fact that most of the products made by ISAC 13 members are .

labor intensive and therefore import sensitive.

We do not believe the subsidy or other codes provide any

protection from the above and feel that the future of numerous

small and some medium sized U.S. producers of items made of

steel appears bleak indeed. We fear that many of them are

destined for extinction within the next decade as a direct

result of those factors and ISAC 13 members deplore the

apparent acquiescence by our Government to the concept of

an "administered world economy" and a departure from our historical

free international market philosophy.
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OVERALL

STANDARDS

ISAC 13 strongly supports the basic precept of the

Standards Code which will mainly benefit high technology

industries. Whereas it could prove troublesome where volume

markets of known technology products will become more vulner-

able to imports, it is hoped that the code may open up foreign

markets for some competitive U.S. products.

Care should be exercised in the implementing legislation

that the code does not become a back door approach to obli-

gating the U.S. Government to interfere with our historical

concept of the voluntary standards system developed and

recognized by both government and industry over many decades.

SUBSIDIES/CVD's

The objectives of this code are highly desirable and

generally supported by ISAC 13. However, the code clearly

does not provide protection against "downstreaming" (flooding

our markets with underpriced products made from excess capacity

subsidized steel).

Although it does tend to control certain types of sub-

sidies and their concomitant effect on traditionally

recognized patterns of trade it does not inhibit the widely

used practice of value added taxes by most EEC members.
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OVERALL

With regards to the Illustrative List of Export Subsidies,

we strongly object to the inclusion of reference to GATT document

L/4422 relating to the U.S. DISC program while deleting reference

to GATT L/4423-25 dealing with U.S. counter-complaints against

EEC country practices, which had appeared in the previous draft

dated December 27, 1978.. Since these are all related issues,

future consideration of any one of them should be accomplished

simultaneously with the other three in a common forum, ideally

in an International Tax Forum as proposed by U. S. negotiators.

ISAC 13 vigorously opposes the injury test as a prerequisite

to imposition of countervailing duties.

LEGISLATION

It is strongly recommended that domestic and export

related tax issues and their impact on international trade be

designated for discussion in an International Tax Forum which

should be created by appropriate channels at the earliest

possible date.

-he concept of a Department of International Trade such

as proposed by S. 891 introduced by Senator Byrd and S. 377

introduced by Senators Roth and Ribicoff is fully supported

by ISAC 13.
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2.A. AIRCRAFT

ISAC 13 has reviewed the issue of aircraft and chooses

to make no comment because the specific details of the

agreement itself are not of significant importance to this

sector. For this reason, it does not appear appropriate

to report on the agreement.
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2. B. COUNTERFEITING

ISAC 13 recommends that the draft agreement on counter-

feiting include an expanded definition of "comnercial

counterfeiting" to include designs, models, copyrights and

trade dress in addition to trademarks and tradenames.

ISAC 13 strongly supports the draft code on commercial

counterfeiting and hopes all contracting parties will adopt

the code.
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2.C. CUSTOMS 'VALUATION

ISAC 13 supports the provisions of the code.

We wish to emphasize that the code is acceptable,

inasmuch as the language of this code provides positive

assurance that the longstanding practice of value uplift

will be prohibited in signatory countries.

In the interest of achieving reciprocity, we strongly

urge that every effort be exerted by the United States to

insist that all developed countries and LDC's accept the

provisions of the code.

This is of particular concern since the code's pro-

visions will not apply to non-signatories, many of which

will continue to engage in the practice of value uplifts.
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2. D. FRAMEWORK

ISAC 13 generally supports the framework agreements

and in particular the efforts to improve the dispute

settlement procedures by making them more effective and

timely. ISAC 13 strongly supports the concept of gradu-

ation of LDC's and urges the adoption of procedures

whereby the acceptance of greater obligations by LDC's

is implemented.
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2.E. GOVERNMENT PROCUREMENT

ISAC 13 is pleased that the Government Procurement Code

provides for continuation of the special Buy America pro-

visions with respect to the import-sensitive products
1/

included within the ISAC. However, the iSAC does not

believe that the Government Procurement Code will result

in new or expanded export opportunities for ISAC 13 products.

ISAC 13 notes that the Code will put U.S. suppliers at

a real disadvantage if forced to compete with foreign sup-

pliers for U.S. Government business. In the manufacturing

process, U.S. producers must comply with a myriad of U.S.

laws -- OSHA, EPA, EEOC -- through affirmative action plans,

labor laws, wage and price controls among others. STR and

Commerce Department representatives have indicated that

foreign suppliers to the U.S. Government will not be required

to comply with these requirements. ISAC 13 does not believe

this is either fair or equitable.

ISAC 13 recommends that implementing legislation pro-

vide for an exception from code coverage for industries

1/ A clear distinction exists with regard to Buy American
provisions relating to Hand Tools and Stainless Steel Flatware
in the GSA appropriations bill and other products covered by the
DOD appropriations bill.

Whereas the DOD provides for a complete prohibition against
the purchase of certain items of foreign origin the GSA language
only provides for a 50 percent equalizing differential in favor
of U.S. products. Experience has proven that the 50 percent pro-
ivision has in no way excluded foreign products from enjoying a
substantial number of Government contracts.
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2 . E. GOVERNMENT PROCUREMENT

which have been materially injured by imports. Either a

definition of "materially injured" could be used or an

industry might be considered automatically injured if

imports exceed a certain percentage of domestic consumption.
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2.F. IMPORT LICENSING

ISAC 13 generally supports the Licensing Agreement.

However, ISAC 13 notes that restrictive licensing is

frequently used in complement with quotas and other dis-

criminatory non-tariff measures. These other measures are

frequently excused in terms of balance of payments con-

siderations or economic development concerns, but these

justifications are often inappropriate or incorrect. The

Committee recommends that the United States continue to

urge liberalization of licensing requirements in countries

where licensing is being used to restrict imports without

justification.
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2. G. SAFEGUARDS

Overall, the draft Code appears satisfactory and

should provide relief to import-impacted industries. The

failure to adopt a Safeguards Code, however, substantially

diminishes the benefits expected to be derived from the

other codes already adopted. Specific cornents follow:

Chapter 1-Serious Injury and Causality

·ISAC 13 questions the bracketed language in paragraph

2: "No positive determination of the existence of serious

injury or threat thereof shall be made where these indi-

cators are no-t adverse." Does this mean all of the injury

criteria must be adverse? If it does mean this, ISAC 13

strenuously objects because an industry can be seriously

injured although it may still be operating an at unreasonable

level of profits. Because of this and other uncertainties,

ISAC 13 recommends the inclusion in paragraph 2 of the

criteria for injury contained in Section 201(b)(2) of the

Trade Act of 1974 rather than the injury criteria in the

draft code.

Further, ISAC 13 recommends the definition of domestic

industry contained in Section 201(b)(3) of the Trade Act of

1974 be included in Chapter 1.

Chapter 2-Domestic Procedures

ISAC 13 recommends the inclusion of this chapter in

the Safeguard Code.
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2.G. SAFEGUARDS

In paragraph 4, ISAC 13 recommends that a one year

period elapse before another safeguard investigation may be

instituted.

Chapter 3-Conditions

ISAC 13 recommends that, in subparagraph (b), any

safeguard measure may be effective for as long as 5 years

and that provision be made for a three year extension.

ISAC 13 recommends that the recent representative

period for determining the level of imports, in subpara-

graph (3), not be limitea to one year. The determination

of the representative period should be more liberal in

scope.

Chapter 4-Nature of Safeguard Action

ISAC 13 supports selectivity, i.e., that a country

have the right to restrict imports from certain countries

-.f it can be shown that these sources are the cause of

injury.

Chapter 4 bis-Use of Export Restraints

ISAC 13 recommends that orderly Marketing Agreements

be specifically included as one of the options of safeguard

measures.
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2.1. STEEL

ISAC 13 is opposed to the Steel Agreement because it

is, inter alia an apparent departure of the United States

from the traditional free enterprise system by entering

into the concept of a controlled international economy.

Safeguard provisions included in current U.S. law, if

effectively enforced, should provide the protection being

soughb by supporters of the Steel Agreement.

Moreover, members of the Committee are concerned that

inadequate mechanisms are provided in the MTN codes or the

OECD International Steel Agreements to prevent "down-

streaming" of products made from subsidized steel into our

domestic and third country markets as a direct result of

limitation on the sale of steel created by the Steel Agree-

ment to which the United States is a signatory.

It is feared that such "downstreaming" of steel products,

competitive with many items manufactured by industries repre-

sented by this ISAC, will be the tactic used by foreign steel

producers to divert excess capacity into channels not

specifically precluded by the Agreement.

Should significant "downstreaming" occur without prompt

and fast means of containment by provisos of the Codes,

thereby permitting a heavy influx of steel products at prices

substantially less than like domestic items, serious damage

50-151 0 - 79 - 18
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, 2.I. STEEL

would be inflicted on small and medium-sized U.S. producers

of such items.

Such a development would surely result in the exporting

of jobs as American manufacturers who are able to afford it,

caught in the squeeze between low-price foreign products of

subsidized steel and the steadily increasing cost of domestic

steel resulting in part from the Steel Agreement, would move

production facilities offshore in order to meet competition.

Smaller companies, unable to afford the cost of moving

plants overseas, would likely be forced out of business.
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2.J. SUBSIDIES/COUNTERVAILING DUTIES

The objectives of this code are highly desirable and

fully supported by ISAC 13.

Although it does tend to control certain types of

subsidies and their concomitant effect on traditionally

recognized patterns of trade, it does not prohibit the

widely used practice of value added and border taxes

engaged in by many EEC countries, as contemplated by the

Trade Act of 1974.

Additionally, the code clearly does not provide

protection against "downstreaming," (flooding our markets

with underpriced products made from excess capacity

subsidized steel).

With regard to the Illustrative List of Export Subsidies,

we strongly object to the exclusion of reference to GATT

documents L/4423-25 dealing with U.S. counter-complaints

against EEC practices which appeared in the previous draft

dated December 27, 1978.

Since these are all related issues, future consideration

of any one of them should be undertaken simultaneously with

the other three in a common forum, preferably an International

Tax Forum as suggested by our U.S. negotiators.
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ISAC #13 is characterized by numerous import-Rensitive

industries, and therefore, its major concern in the tariff

area is with the U.S. MTN concessions. Committee members

representing the scissors and shears and hand tool industries,

in particular, are disappointed with the depth of cuts in

U.S. tariffs on scissors, shears and certain hand tool items,

in view of the adverse impact increasing imports are having

on the domestic industries. We are particularly unhappy

with cuts made in especially import-sensitive products,

which were nominated by the industries for exceptions from

U.S. cuts. These products are 648.81, 648.97, 649.37, 651.21,

650.87, and 650.91.

The ISAC #13 members representing the stainless steel

flatware industry are pleased that stainless steel flatware

items were excepted from tariff reductions in the Tokyo

Round. These members feel the exceptions were justified

in view of the recent International Trade Commission deter-

mination that imports of stainless steel flatware had reached

75 percent of domestic consumption (see Certain Stainless

Steel Flatware, Report to the President on Investigation

TA-201-30 under Section 201 of the Trade Act of 1974,

USITC Publication 884, May, 1978). These flatware members

believe that a further reduction in tariffs on stainless
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steel flatware, following the recent removal of the tariff

rate quota on stainless steel flatware, would have been

fatal to the domestic stainless steel flatware industry.

For particular products of export interest to this

ISAC, full reciprocity for U.S. cuts was not obtained from

the EC. Other than with the EC, in several instances, a

more acceptable level of reciprocity was achieved.
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IMPLEMENTING LEGISLATION

Government Procurement: provide for exceptions from

code coverage for industries that have been materially in-

jured by imports. Either a definition of "materially

injured" could be used or an industry might be considered

automatically injured if imports exceed a certain percentage

of domestic consumption.

Subsidies/CVD: provide for expedited procedures when

a case involving subsidies is brought.

Reorganization:. ISAC #13 members unanimously agree

that diligent implementation, monitoring and enforcement of

provisions of the agreement is of paramount importance in

order for the United States to obtain optimum potenLial

benefits from the MTN. In order to assure these objectives,

we strongly support the concept for creation of a Department

of International Trade as proposed by the Roth Ribicoff

Bill (S. 377) and the counterpart Bill (S. 891) introduced

by Senator Byrd.
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2.G. SAFEGUARDS

Chapter 8-Developing Countries

ISAC 13 would strenuously object to special benefits

for developing countries. The United States should not

agree to make any special efforts to avoid safeguard

actions on products of special interest to any of the more

advanced developing countries, such as Taiwan, the Republic

of Korea, Hong Kong and Singapore. Products of special

interest to ISAC 13 which are exported by such countries

include stainless steel flatware, cutlery, cooking utensils

and hand tools.



266

2.H. STANDARDS

ISAC 13 members unanimously agree to the provisions set

forth in the Standards Code and especially endorse the lan-

guage set forth in Sections 2-4 (Technical Regulations and

Standards).

Our endorsement of the Code is predicated upon the

understanding that there is no relationship between the

Standards Code and ongoing efforts of the Federal Trade

Commission to replace our historical voluntary standards

with Government-mandated standards via the pending FTC-

proposed rule. We believe that standards setting should

continue to be voluntary, and we categorically oppose

intrusions into t.is area by the Federal Trade Commission

or other governmental agencies.
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1. OVERALL

ISAC 14 covers fabricated metals industries which, together, represent

sales of over $50 billion. It includes such diverse industries as valves,

actuators, fasteners, buider's hardward, chains, metal cooking and kitchen

ware, plumbing war e, gas appliances, metal pipe fittings, metal stampings,

structural steel fabrications (bridge's, buildings and offshore platforms),

reinforcing bars and cans.

A. CONCLUSION

ISAC 14 members believe that, on balance, the GATT negotiations will lead

to a further deterioration rather than stabilization of or advantage to its

member industries. During the period of the MTN discussions, ISAC 14's trade

position has deteriorated to a deficit of over $1 billion as a direct result

of control of quantity and price of steel imports through voluntary restraint

and most recently the trigger price system. Specifically, we note:

1. The negotiations have generally failed to achieve the equalization

of tariffs between trading nations for our products.

2. Our mature-type industries have been disadvantaged in the negotiations

to favor agriculture, high technology, custom-made products and service

industries--and steel producers.

3. The impact of GATT preferences, as well as GSP, for the LDCs plus the

traditional reticence of the U.S. Government to actively use safeguard measures

will gradually force the move of our basic industries from U.S. shores to

other nations.

4. The acceptance of free, rather than free and fair, trade in a current

world environment that includes government ownership of basic foreign in-

dustries, and high foreign duties leaves our industries in a precariors

situation,
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1. OVEPALL

B. ThREE SPECIAL FECOMMENDATIONS

We strongly recommend two changes in national laws for industries such as

ours, and a further negotiation.

The nat'ional changes should be (1) the modification of U.S. antitrust laws

to permit mergers among companies in the same or similar industries as they

seek to survive; and (2) the granting of a tax credit for research and

development, and for capital expenditures used in the development of new

products and technologies.

The further negotiation pertains to taxes. A post-Tokyo round should be

called and concentrate on such tax matters as VAT, DISC and related domestic

structures. The current negotiation lacked a full and open treatment of this

critical area.

C. OVERALL SUMMARY

The fabricated metals industr'.es represented on ISAC 14, manufactured

over $50 billion of products in 1978. ISAC 14 covers such diverse items as

valves, actuators, fasteners, hardward, metal cooking and kitchen ware,

plumbing ware, gas appliance-, chains, metal pipe fittings, metal stampings,

- structural bars and cans. These industries are more vulnerable since foreign

corintries ship products made of metal rather than shipping the primary metal

itself. By and large, the products of this ISAC are experiencing a trade

deficit which threatens to grow further in the face of the tariff cuts and

the international codes of conduct negotiated in Geneva.
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1. OVERALL

ISAC 14 industries consume approximately 30% of U.S. domestic steel's out-

put. Steel's price and availability have an enormous impact on the fabricated

metals industry. Our industries also use large quantities of aluminum and

copper. It is estimated that the $500 million trade surplus enjoyed by ISAC 14

industries in the late 60's has deteriorated to a more than $1 billion trade

deficit in 1978 due.to unfair trade practices overseas.

We believe that the net impact of the multilateral trade negotiations

and current unfair trade practices are accelerating the movement of the

manufacture of our volume product lines to offshore sites to take advantage

of lower labor costs and lower prices of steel in foreign countries.

We believe the current drop in U.S. tariffs will further increase the

vulnerability of our industries from an already seriously deteriorating

situation as a result of the Kennedy Round.

We see very little positive benefit to our industries in the results of

the trade negotiations. Furthermore, se find much that can and will be harmful

to our industries in the months and years ahead if the results of the Geneva

negotiations are implemented.

We are very concerned about the final reductions in otur duties.
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2. A. AIRCRAFT

We feel this Agreement is in the overall interest of the United St.

We will monitor its implementation and study its impact on industries

related to aircraft.
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We congratulate our Government on undertakinq this proposed agreement.

The current draft aims in a direction we applaud. We wish the Government

success and will assist in any manner possible.
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2.C. CISTOMS VALIIATION

ISAC 14 companies have found current customs valuation procedures now

in force to be effective generally and new procedures that would further

guarantee accuracy and fairness would be supported. However, since the

inception of ISAC 14, the majority of members have opposed F.O.B. customs

valuation procedures and have urged adoption of the C.I.F. valuation method

by appropriate legislation.
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2.D. FRAMEWORK

If U.S. policy is to join the international move toward assisting the

development of LDCs, then the U.S. volume markets of ISAC 14 will gradually

be absorbed by the LDCs. The domestic legislative implementation procedure

of FRAMEWORK, therefore, becomes extremely important in "buying time" for

th- "phaseout" to occur gradually and the adjustments be made.

1. The GATT PANELS should be comprised of representatives from business,

labor and consumer groups as well as Government.

2. Domestic (USA) programs are needed to provide financial and other

assistance to ISAC 14 industries for increasing their technology,

developing specialty products, retraining labor, etc. and aiding workers

to find new jobs.

3. Insistence that domestic companies be permitted to build plants in LDCs

and receive equal treatment with LDC firms.

4. Direct assistance programs for, especially, small firms in trying to

take advantage of export markets which will exist in the short term

abroad and before LDCs establish competing industries.
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2.E. GOVERNMENT PROCUREMENT

The Government Procurement Code is a cause of serious concern to our

industries. We are concerned that it does not assist us in a balanced way

in being able to sell to foreign governments.

The developing countries which are a growing source of imports of the

products of our industries represent a special problem to us. These countries

may, if they subscribe to the code, be accorded a period of time when they

do not have to open their government procurement programs to foreign sources.

With lower labor, steel, aluminum, copper and other input costs (often in

government-owned-or-controlled metal producing plants), we question whether

opening our government procurement to sales from such countries can ever

result in reciprocal treatment where ISAC 14 industries will be able to sell

equally to foreign governments. Further, as the recent study of the

Federal Preparedness Agency of the U.S. indicated, a national security problem

will arise if imports of certain metalworking products reduce domestic

capacity below a "safe" level and/or if government procurement offices become

dependent upon overseas metalworking sources.

50-151 0 - 79 - 19



266

2.F. IMPORT LICENSING

we are dismayed that the proposed code on licensing dealt with the

administration of licensing procedures rather than the elimination of such

procedures. If Lhlis is to be the situation, we favor very strict enforcement

of the proposed rules. Full disclosure by the U.S. G6uvenment is essential

of problems which American firms encountir with fcrein-licensing authorities.

We fully expect that the U.S. Government will act expeditiously to prosecute

complaints against foreign licensing authorities which may be acting

inconsistently with the code.
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2. C. SAFiEGUAROS

We wish to be certain that the Safeguards Code will, when translated into

implementing legislation, not bring about changes in the U.S. "escape clause"

procedures which will make it even more difficult to secure import relief than

at present. To date, only 7 industries out of approximately 40 which have gone

through the entire escape clause procedure under the Trade Act of 1974 have

received import relief. One of these, industrial fasteners, is represented in

our ISAC. Instead of any weakening of the present escape clause, we recommend

that effective action be taken to strengthen the present escape clause.

A most important amendment to the present escape clause procedure would

be one which would extend for an additional period of time beyond that provided

for in the Trade Act of 1974, the possibility of import relief under the

escape clause. At present such import relief is limited to an initial period

of niot more than five years; in only one case has import relief actually been

provided beyond three years. The present procedure also provides for the

possibility of one three-year extension of import reliuf. We believe that at

a minimum, import relief should be possible for a total period of eleven years.

In addition, we do not see effective language in the proposed codes

dealing with "downstreaming," the shipment of products made of subsidized

or dumped steel into the United States and third country markets. we recom-

ment that this subject be dealt with specifically.

we are also concerned that the draft Safeguards Code provides for special

and differential treatment for developing countries. we are opposed to this

concept considering the growing role which developing countries play in imports

into the U.S. market.

44
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Finally, we are opposed to any international consultation mechanism that

might have the effect of delaying imposition of U.S. safeguard measures. We

believe that the ability to take unilateral action must in no way be restricted

by this code.
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2.H. STANDARDS

The code's proposal of minimizing the use of standards as trade barriers

is endorsed. However, we nust express deep concern regarding proposals

formally announced by the Federal Trade Commission as creating obstacles to

a successful implementation of the GATT objectives.

We recommend STR actively and publicly become involved in the upcoming

FTC hearings.

We also recommend that Congress take appropriate action in opposing the

proposed FTC Regulations on Standards and Certification.
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2. I. STEEL

THE OECD STEEL COMMITIEE

We are sympathetic to the import problems faced by the basic steel in-

dustry. However, we do not believe that the mechanism adopted for dealing

with the steel import problem (i.e., the trigger price mechanism and escape

clause import relief for the specialty steel industry), meets the problems

faced by the steel industry from the point of view of its customers. In

fact, this type of protection pro-ided for the basic steel industry actually

works to the detriment of its customers as the foreign producers shift the

emphasis of their exports toward semi-finished or finished steel products.

Further, we question the concept of "international committees" which

have a growing impact on the allocation and pricing for primary products on

a global basis. All ISAC 14 members agree that in the several months since

the trigger price system has been in effect, rteel prices have increased by

more than 20%--which is certainly more than if the free market had prevailed.

If, in the case of steel, the LDCs do not join the Commnittee and if effective

control is not exercised in the area of secondary products made from that

primary product, then the concept encourages nations (especially LDCs) to

concentrate on and ship secondary products (e.g., using subsidized steel) and

avoid joining the committee. we believe this is especially true for LDCs

with large natural deposits ... f.g., iron ore.

Further, the nations joining the committee would still be impacted by

imports of primary products (e.g., steel) from the LDCs and are prone to take

action to stop such imports. This further encourages nonmembers to use the

"downstreaming" approach.
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If the times are such that such committees (not too unlike a cartel) are

to be tested as a possible avenue for the future, we strongly recoimmend they

be incorporated directly under the GATT--including the OECD Steel Committee.

Further, we recommend that direct recognition of "products made of steel"

be directly incorporated into the OECD Steel Committee agreement to give

direct recognition to "downstreaming" aspects. Otherwise, the agreement as

viewed regarding the proposed Subsidies, Antidumping and Safeguards Codes will

damage the domestic and export viability of "products made of steel."
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2.J. SUBSIDIES

The Subsidies and Countervailing Measures Code is very important as it

relates to the ISAC 14 industries. we are very concerned and cannot support

the basic action taken by the U.S. to agree to the requirenwwnt that there be

an injury finding before countervailing daities can be impose,: after it has

been determined that a foreign government provides subsidies. We are painfully

aware of the experience of other industries which have had to prove injury

before the International Trade Commission before they have been able to secure

relief from import competition. Aside from the time and expense involved,

the quirks of the procedure are of little assurance to American industry that

injurious unfair competition will be found by the Commission.

A second problem which our ISAC sees in the subsidies code for the products

for our industries, relates to the problem of developing countries. The code

provides for special and differential treatment for the developing countries.

Our industries are no different than many other industries in that we have been

adversely affected by a growing volume of imports from develor lng countries.

Indeed, the real threat exists from even larger imports from such countries in

the years ahead as subsidized steel is converted to finished product overseas.

Yet, this code will provide a means by which developing countries would not

have to subscribe to the requirements of the developed countries.

In addition, a third problem is that we do not see effective language is

either the proposed Subsidy or Antidumping Codes to deal with "downstreaming"

into United States and third country markets. We recommend Congress and

the Administration redraft sections of each 'a specifically include and

highlight this subject. Otherwise, the codes will be very difficult to enforce

under the "implementation" language as it relates to "products made of steel."
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If the purpose of the subsidies code is to provide a basis for conduct

by the world trading ccmmunity that would eliminate what even under GATT is

considered to be unfair trade practices, we see little justification for, and

indeed have great concern with provisions which give some of our strongest

competitors a "free ride' for a period of time. We feel that the Generalized

System of Preferences, which accords duty-free treatment to developing

countries, is sufficient, and indeed may be more than su ficient, to take care

of the special problems of the developing countries.

The bitter experience of many industries which have attempted to secure

countervailing duties, suggests to us that in the implementing legislation

for a subsidies code, provisions should be made to improve the administration

of the countervailing duty stat .te. Such improvement should prohibit the

Treasury Department's practice of reducing calculated subsidies. In addition,

the legislation should place a prohibition on ex parte meetings between

domestic government officials and representatives of foreign countries or

firms involved in a countervailing duty dispute, unless a record is kept of

such meetings and is available to petitioners. Information submitted by

foreign parties to the Treasury Department should be available to the domestic

industry involved in the case irn order to give the domestic petitioners an

opportunity to rebut the foreign parties' contentions. Currently, this in-

formation is not distributed to the domestic parties involved in a case.

Legislation should require Treasury to verify all information, including that

which is obtained from a foreign government, before it can be used in making a

determination. The reasons for Treasury's determinations should be published.
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in the Federal Register and Treasury should publish periodic reports on

foreign subsidy practices in the Register.

The right to seek judicial review of Treasury determinations should be

expanded beyond its present limits to include trade unions and trade

associations. Currently only manufacturers, producers and wholesalers can

gain judicial review. Judicial review ought to be expanded to include direct

appeal of the amount of duty imposed, and of a suspended investigation.

we believe that the 12 month period of time which the present statute

provides for making final determinations with regard to foreign subsidies, is

much too long and can be appropriately shortened. We believe that the concept

found in the present statute of allowing the Treasury Department to reduce

subsidies which they find through various offsets, is inconsistent with the

objective of offsetting through countervailing duties the blatant foreign sub-

sidies which exist throughout the world. These are just some of the provisions

we would recommend to amend the countervailing duty statute to make it the kind

of effective instrument which Congress intended.

Some of our industries have countervailing duty petitions pending with the

Treasury Department. We feel that the consideration of these petitions should

in no way be prejudiced by the coming into force of the subsidies code.

Accordingly, we strongly recommnend that all countervailing duty petitions which

may be filed prior to the effective date of the subsidies code, not be dealt

with under the new code, but rather under the existing statute.
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In no way should DISC be dismantled. It is a useful tcol for many American

companies which export. DISC is a loan to American firms (especially smaller

firms) not dissimilar to loans by the Export-Import Bank. With the great

concern for export expansion, any action to dismantle DISC would be counter-

productive.
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3. TARIFFS

The negotiations have generally failed to achieve the equalization of

tariffs among trading nations for our products. We believe the current

drop in U.S. tariffs will further increase the vulnerability of our industry

from an already seriously deteriorated situation as a result of the

Kennedy Round and due to the erosion of specific and compound duties. We

are very concerned about the final reductions in our duties.



U. S. Department of Commerce

and the

Office of the Special Representative
for Trade Negotiations

INDUSTRY SECTOR ADVISORY COMMITTEE ON
CONSTRUCTION, MINING, AGRICULTURAL, AND OIL FIELD

MACHINERY AND EQUIPMENT
FOR MULTILATERAL TRADE NEGOTIATIONS

(ISAC #15)

REPORT ON

MULTILATERAL TRADE NEGOTIATIONS ISSU S

ohnJ. elson
Chairman, ISAC #15

(277)



i

278

OVERVIEW

Members of this Committee consider this industry in

no better a position at the end of the MTN than at the

onset of the negotiations. It remains to be seen if the

various instruments generated in the MTN relating especially

to the Subsidies, Standards, and Licensing codes can even

function effectively. The ISAC is not prepared to speculate

on the basis of today's world as to future benefits which

may accrue to this industry. The immediate effects of the

tariffs package, for instance, seem to place this industry

in a weakened position.

If pursued by the U. S. in an aggressive manner, benefits

_9 may be obtained from the Subsidies Code especially in the

area of subsidies to exports competing with U. S. exports in

third country markets. Additionally, Government Procurement

Code provisions for transparency and the prevention of illegal

bidding practices may benefit this industry.
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ISAC 15 has carefully reviewed the tariff offers ar.d

concludes that it appears that the Administration has lost

ground in terms of narrowing the overall disparity existing

between U. S. and foreign tariffs. This ISAC has repeatedly

requested that U. S. concessions be made on a reciprocal

basis. The current offers indicate that the Administration

did not succeed in reducing, on an equitable basis, tariff

rates existing in any foreign markets.

One example of U. S. inability to gain equity and

reciprocal access to foreign market is Japan. The Japanese

heavy equipment industry is competitive in the world market,

yet both tariffs and non-tariff barriers limit the ability

of U. S. firms to export to this market. At the onset of

the negotiations, the tariff disparity between the U. S.

average rate of duty and Japanese average rate of duty was 1%

(U. S. - 5% versus Japanese - 6%). The final package

indicates this disparity has increased to 2%. Currently

the balance of trade with Japan is strongly in Japan's

favor, with U. S. imports from Japan totaling $327 million

in 1978 and U. S. exports to Japan only $71 million.

Additionally, the key objective of reducing EC tariffs

on off-highway trucks was not attained. As a consequence,

the U. S. industry must contend with a rate of duty of 20%

on exports to the EC. This completely restricts U. S.

shipments to this market. It should be noted that the U. S.
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rate of duty on these products was reduced 50% to a

level of 2.5%.

There also continues to be a large disparity between

the Canadian tariff rates and the corresponding U. S.

rates of duty. This is to some extent mollified by some

Canadian concessions in the "Made in Canada" and "Canadian

Machinery Program" which may, in the future, benefit certain

sectors in this industry.
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1. OVERALL SUMMARY

ISAC 15 believes that any proposed GATT agreements will

be only as good as any follow-up mechanisms designed to

force adherence to the agreements.

This ISAC believes it is critical for the implementing

legislation to recognize that histor ailly the tra'i;ng

partners of the U.S. have not always acted in the good faith

our own export policies have tradit .o ally exhibited. For

that reason, retribution capabilities by the U.S. Government

should be spelled out clearly and designed to function

quickly.

We believe the Steel Agreement, which incidentally was

not subject to comment by steel users, is punitive and

disadvantageous to users and the U.S.A. commitment to

expanded exports. This ISAC's products are made principally

of steel (up to 85% of material content) and this ISAC is

also a principal U.S. exporter (up to $8 billion annually).

Regarding the Subsidies document, we believe the word

"deferral" must be removed from the code and the question of

direct and indirect taxes should be deferred for discussion

in another forum with GATT members.

ISAC 15 is concerned that nothing in the documents

addresses the problems faced in many developing countries

today where those countries are prepared to close their

borders to imports if local production will be undertaken.
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1. OVERALL SUMMARY

Many examples were discussed such as Mexico, Brazil, Venezuela,

Argentina, Turkey, Korea, Indonesia, etc. We feel the U.S.

should register opposition to such actions in the strongest

possible terms and be prepared to take punitive action in

those instances where U.S. exporters can demonstrate such

actions are excluding them from their traditional markets.

With exceptions noted, ISAC 15 subscribes to the

documents available at this writing.



OJ

283

2.A. AIRCRAFT

The Committee has considered the issue of Aircraft

and believes the matters covered by the code are not of

significant interest to the sector. For this reason, it

does not appear appropriate to report on the code.

.1.1
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2.B. COUNTERFEITING

The Committee has considered the issue of Counterfeiting

and believes the matters covered by the code are not of

significant interest to the sector. For this reason, it

does not appear appropriate to report on the code.
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2.C. CUSTOMS VALUATION

The members of ISAC 15 are in agreement with the stated

goal of the agreement on Customs Valuation inasmuch as it

is designed to provide the exporter and the importer with a

system of customs valuation based on transaction prices

thereby providi' 4 a higher degree of uniformity and certainty

in the application of customs valuation.

Our understanding of the code is that there will not be

an increase in the transaction price under Article 8. If it

does allow for it, however, we feel that it will nullify any

tariff reductions.

We are pleased that the code allows recourse from

arbitrary evaluation. However, there is a concern that

exporters will be exposed to costly and protracted decision

making for evaluation of product sales between related

parties.
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2.D. FRAMEWORK (GATT REFORM)

ISAC 15 endorses the general intent of the Framework

code and applauds the idealistic concepts contained therein.

ISAC 15 has real reservations regarding the enforcement

of the penalties or punitive actions when the legal decisions

of work panels or consulting procedures have been finalized.

We repeat the comment made in other sections of ISAC 15

reports to the need for procedures to assure that all MTN

participant countries become signatories to the agreement

and will in fact abide by the intent of this agreement.
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2.E. GOVERNMENT PROCUREMENT

ISAC 15 endorses the objective of securing improved

opportunities to compete for additional sales to foreign

governments. This endorsement is given even though we

recognize that this will have little positive effect on the

industries represented by ISAC 15. Further, we endorse the

proposed code rules which are designed to discourage dis-

crimination in all stages cf the procurement process, i.e.,

specifications, advertisement of proposed purchases, time

for submission of bids, open evaluation of bids and access

to information concerning the basis upon which awards were

made.

We feel it is extremely important that the proposed

uniform threshold level of purchases covered by any agreement

be kept as low as possible in order to eliminate the possi-

bility that the U.S.A. would be opening its procurement of

commodities to foreign suppliers while foreign procurement

is being sheltered from American competition by use of high

threshold values.

Of equal importan.ce in our opinion is the need for

procedures to assvure that all signatories to the agreement

are in fact abiding by the intent of the agreement and are

actually giving foreign firms equal opportunity and con-

sideration in their procurement practices.
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2.F. IMPORT LICENSING

ISAC 15 looks favorably on the Import Licensing agreement

and feels this should expedite procedures. We believe it to

the U.S.A.'s advantage to encourage all MTN participants

.o sign.
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2.G. SAFEGUARDS

The nature of the distribution process in the Construc-

tion Equipment Industry does not ordinarily foster circumstances

requiring "Safeguard Procedures" as outlined in the draft

code available as of this writing. At least two factors,

however, should be borne in mind:

1. Historically, few if any countries except the

U.S.A. have troubled to make use of GATT Article XIX to

afford domestic procedures temporary relief from injurious

import competition. Article XIX provides an international

procedure for handling such cases. Instead, other countries,

unilaterally, have set in place abrupt and sometimes inordinately

harsh measures, virtually without remotely acceptable notice.

This almost universal disdain of Article XIX procedures by

countries other than the U.S.A. suggests that even the new

proposed code will work only so long as other countries have

no need to use it and, that, if any when a need does arise,

the new code's chance of success will likely be the same as

the earlier one. Consequently, it may be advantageous to

the U.S.A. to propose countermeasures to recalcitrants every

bit as harsh as those adopted by the country ignoring the

new code.

2. Concerning "Developing Countries": while this ISAC

(15) agrees in principle with procedures encouraging their
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2.G. SAFEGUARDS

accelerated but orderly trade growth, it cannot subscribe

to any attitude which would, in effect, treat them like

pampered unruly children. They are attempting to move into

the family of mature world traders and, as such, if they

desire preferential treatment, their deportment should'

acknowledge the privileges being extended them. With that

in mind, while developing countries perhaps should be accorded

some flexibility and partial immunity from safeguards

procedures relating to moving their products into world

trade channels, if anything, flagrant abuses should be met

by the entire GATT community. If these GATT negotiations

presume to establish a more harmonious international community

of trading partners, disruptive practices by a partially

immune candidate for a major export posture, should not be

condoned.
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2.H. STANDARDS

ISAC 15 agrees with and promotes the codes sections

dealing with standards, with the following comment:

1. Section 2.1 states the purpose of the code--to

eliminate any previous double standard system between

trading partners (adherents).

2. Section 2.3 promotes the international harmonization

of technical regulations or standards, through the active

participation of such bodies as ANSI, ISO, and other standard-

setting bodies.

3. We applaud the words of section 2.4 proposing that

any standards promulgated should be based on performance,

not design, criteria.

4. Section 2.5 proposes transparency in standard or

regulation making. This will permit complete participation

from all interested parties, both within and without the

country making the rules.

5. Section 5.2 encourages acceptance of certification

of compliance in the country of origin, either by an acceptable

national certifying body, or even self-certification by the

exporter. This will eliminate the time and expense-consuming

local certification process in the country of importation.
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2.H. STANDARDS

6. Section 7.2 again re-emphasizes that certification

systems shall grant equal access to all suppliers, regardless

of country.

If the proposed standards code is adopted,

it will foster much better understanding between standard-

setting bodies, as well as increase trade for all adherents.
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2.I. NONTARIFF CODES (STEEL)

Although instructions preclude consideration of the

steel sector code from Congressional action, ISAC 15 strongly

feels certain concerns of the Steel Code should be expressed

as part of our report for review by Congress.

The products of ISAC 15 use a higher-than-average

percentage of steel usage in the manufacture of its products--

as high as 85% of product content, much of which is expensive

alloy steel plate.

While fully cognizant of the many problems of the steel

industries, to be competitive, U.S. domestic steel users

need the flexibility to source their steel supply on a

worldwide basis t- obtain the lowest possible cost in a free

world market price mechanism. Separate international agree-

ments such as the steel agreement incorporate a system of

international economic planning and "cartel" type characteristics

impacting on both supply source and price. For example, the

"trigger" price mechanism used by the U.S. with apparent

approval of the agreement in effect sets the price of imported

steel (15% increase through the trigger price since 1977).

Foreign suppliers able to produce steel legitimately at

lowe7 costs are unable to supply U.S. steel users at prices

lower than the trigger price. The trigger price results in

higher priced products to U.S. consumers; adds more cost to

U.S. domestic steel users' products for competing in export
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2.I. NONTARIFF CODES (STEEL)

markets, (especially when marketing in third country markets

against other steel using countries' products that either

have no similar trigger price system on their imported steel

or supply their manufacturers with steel from government

owned or subsidized domestic steel producers).

The steel agreement has the potential through supply

and price controls to penalize the production efficiencies

and growth potential of the steel industries in cther coun-

tries not party to the agreement and who prefer the "free

market" principle. The lack of consideration of these other

steel producing countries and the consideration of "products

made of steel" could move these non-agreement countries

(LDC's) to "downstreaming", that is, if they are unable to

export their steel then they will turn their steel to

products made of steel for export to the U.S. and third

country markets, products most likely subsidized by their

steel industry.

In summary we believe the Steel Agreement to be counter-

productive to liberalizing trade, contrary to the intent of

the GATT; results in continued inflationary rise in steel

prices; includes elements to control source of supply of

steel type and encourages non-agreement countries to move

from steel suppliers to the exporters of products made of

steel.
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2.1. NONTARIFF CODES (STEEL)

While the separate Steel Agreement may satisfy the

sectoral requirements outside the MTN, ISAC 15 feels otAher

industry sectors may be disadvantaged and therefore recommends

that Congress consider in their implementing legislation

language to ensure adherence to the GATT rules and Codes,

and which in case of conflict between interpretation of the

Steel and GATT agreements, that the latter would prevail,

and that "products made from steel" be added to and permitted

in the Steel Agreement.
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.8 2.J. NONTARIFF CODES (SUBSIDIES)

The current draft of the Countervailing Duty and

Subsidy Code (CVD/SUB) concerns the members of ISAC 15 in

the illustrative list, definitions and footnotes pertaining

to the questions of direct vs. indirect taxes as prohibitive

subsidies.

ISAC 15 has been assured that the Domestic International

Sale . Corporation (DISC) tax deferral on U.S. exports is not

"negotiable" in the MTN as no major concessions have been

made so far by GATT members. The language in the code,

however, presents the possibility for unilateral action on

the part of the U.S. to eliminate DISC, or GATT members to

zountervail against DISC. Specifically, the code includes

"deferrals" or direct taxes as a subsidy (DISC is a deferral);

the document, therefore, provides the mechanism for the

removal or repeal of DISC. Therefore, the ISAC recommends

that "deferral" ,a remove from the code.

This is the interpretation by ISAC 15 of Paragraph (d)

version 1 Annex A, Illustrative List of Export SuDsidies

(p. 25) with footnotes 1 and 2 followin' on p. 27 . Further,

it is interpreted by ISAC 15 that should version 1 be accepted,

the U.S. would be prohibited from rebating the Value Added

Tax (VAT) to U.S. exporters (while other countries allow the

rebate to their exporters) should the U.S. move at some future

date to a VAT system to fund social security. ISAC 15 objects
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2.J. NONTARIFF CODES (SUBSIDIES)

strongly to version 1 and its footnotes and recommend to

Congress that implementing legislation provide for the

formation of a GATT committee as a forum for members to

study the direct and indirect tax practices of members and

its impact on international trade. ISAC 15 also recommends

the implementing legislation clearly exempts DISC from this

code as an exception pending the outcome of a future GATT

tax forum.
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1. OVERALL

The Office and Computing Equipment Sector (ISAC 16)

had $4.6 billions of exports in 1978 and a positive trade

balance of $2.7 billions. Therefore these agreements are key

to our continued success in trade. The ISAC's position is that

a trade agreement on tariffs and nontariff measures must reasonably

meet our original objectives.

The judgment of the sector is that the nontariff agreements

individually provide reciprocity and acceptable equity, subject

to the qualifications made in each statement.

This sector is vitally concerned with obtaining accelerated

phasing of the tariff reductions negotiated to date. Ihe

satisfactory resolution of this issue is critical to achieving

overall balance for this sector.
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2 A.A AIRCRAFT

ISAC 16 supports the Aircraft Agreement. It provides

a good model commendable to other sectors including ours.
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2.B. COMMERCIAL COUNTERFEITING

The Committee has considered the issue of commercial

counterfeiting and believes the matters covered by the code

are not of significant interest to the sector. For this

reason, it does not appear appropriate to report on the code.

S
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2.C. CUSTOMS VALUATION

ISAC #16 supports this code as a fine step forward in

reducing a nontariff barrier. A positive valuation system

should reduce the uncertainty often experienced by U.S.

exporters who have had to deal with arbitrary appraisements

by customs authorities throughout the world.

The benefits of the code to world trade would be

significantly increased it all countries participating in the

MTN sign and implement the code at this time.

The introduction of the concept of wgenerally accepted

accounting principles" into customs valuation is an important

breakthrough as it supports a positive valuation system.
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2.D. FRAMEWORK

ISAC #16 believes this agreement is of high potential.

It sets up practices and rules that will be beneficial to

world trade.

The key to this agreement is its acceptance by the

LDC's; the broader their adoption, the more beneficial to

world trade these changes will be.
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2. E GOVERNMENT PROCUREMENT

ISAC #16 believes this code offers access to foreign

markets not open currently to U.S. industry, and specifically

not now open to this sector. The key to its success will be

monitoring by a competent, alert, and agressive U.S. Government

agency.

The full transparency of the Government Procurement Code

at 150,000 SDR's is acceptable to ISAC #16, but the ISAC

recommends that the U.S. work toward lowering of the threshold

and inclusion of additional entities by all countries.

The national security product exemption must be closely

monitored to prevent its use to make broad product exclusions

from the code by signatory countries.

Overall, ISAC 116 believes the Government Procurement

Code is a sound base upon which to build by adding signatories.

(especially LDC's), entities, and lowering the threshold.

The ISAC recommends that the issue of government procure-

ment of services be addressed at the three-year review.
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2.F. LICENSING

ISAC *16 supports the code on licensing as drafted by

the Office of the Special Representative for Trade

Negotiations.
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2.G. SAFEGUARDS

ISAC #16 supports the objective of the U.S. to ensure

that all safeguard actions are taken pursuant to the Safeguards

Code. The Committee strongly recommends that selective

safeguard measures be controlled tightly and be authorized

cnly with the acceptance of the affected country or after

approval by a relevant GATT committee. Further, the Committee

recommends strongly that developing countries have no special

and differential treatment for selective safeguards. Due

to the open issues in this code, no final position can be

taken at this time.

*
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2.H. STANDARDS

ISAC 16 strongly supports the Standards Code. We are

pleased that it opens the certification process and thus

helps preclude manipulations which can descriminate against

United States' products. Further, provisions for a central

information agency open for review and comment those

standards being developed in other countries.

The implementing legislation should contain a finding

that the voluntary ~tandards program serves the United States

well and should be continued, with the role of the Federal

Government limited to one of providing support to the present

voluntary effort.



2.I. STEEL

The Committee has considered the issue of steel and

believes the matters covered by the agreement are not of

significant interest to this sector. For this reason, it

does not appear appropriate to report on the agreement.
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2.J. SUBSIDIES AND COUNTERVAILING MEASURES CODE

ISAC #16 supports the subsidies and countervailing measures

code on the basis that it will promote the economic interests

of the United States and other signatories.

Specifically, we believe one of the principal benefits

of the code will be in the harmonization and standardization

of the practices of the signatories. Of particular assistance

will be definitions contained in the code and the illustrative

lists of export and domestic subsidies. Also of benefit will

be the ability of the signatories to rapidly impose provisional

measures even though subsidy investigations are not yet

completed. This feature, as well as provisions for improved

dispute settlement procedures, should afford considerable

protection to U.S. interests.

The members of ISAC #16 welcome the fact that only those

countries that sign the code and accept its obligations will

benefit from its provisions. We also note with approval that

the U.S. DISC tax provisions are not impacted by the code.
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2.J. SUBSIDIES AND COUNTERVAILING MEASURES CODE (Continued)

We see no difficulty in the United States' accepting

a material injury test as defined in the code and believe it

is in the best interest of our country to have conforming

changes made ir our antidumping statutes. Clearly, conmton

subsidy/dumping rules adopted by the U.S. and the other

signatories would be advantageous to all.

ISAC %16 also finds particularly useful those features

of the code which are designed to protect exporters from

unfair competition in third countries and from being shut out

by import substitution arrangements. The ability to act

rapidly when these situations occur and without a showing of

injury should be of considerable importance to U.S. exporters.
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Preliminary Report on Tariffs

The Office and Computing Equipment Sector (ISAC 16)

had $4.6 billions of exports in 1978 and a positive trade

balance of $2.7 billions. Therefore, these agreements are

key to our continued success in trade. The ISAC's position

is that a trade agreement on tariffs and nontariff measures

must reasonably Bet our original objectives.

The Committee's tariff objective was to move sub-

stantially toward parity by harmonization of tariffs in our

products. The preliminary judgment of the Committee is

that, subject to the qualifications stated below, the tariff

agreements reached individually with the developed countries

provide reciprocity and acceptable equity within the sector.

The Committee;s objectives for significant reductions

in developing Country tariffs were not met because the countries

cf key interest to the sector (particularly Mexico and Brazil)

have not made substantial offers as requested by the U.S.

At this time, over forty developing countries have duties

at least twice those of the U.S. on this sector's major

products.

The Committee's judgment as to the overall effectiveness

of the'tariff negotiations will hinge on the outcome of the

negotiations on staging of the tariff cuts. The Committee

insists that the tariff cuts take place as soon as possible
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Tariffs

within the eight year staging period and that the U.S.

not accept any formula beginning from other than currently

applied rates. Prolonged staging or staging with the major

reductions to come in the later years would largely nullify the

benefits in this rapidly changing high technology sector.

This concern applies especially to Canada, Japan and Spain.

Moreover, termination of the agreed upon reductions should

not be permitted after five years as may be contemplated

by some countries. Rounding of all tariff cuts should be

only to the nearest cne-tenth of a point.

The ultimate value of the tariff agreements, at least

for our sector, must be viewed against the continuing

redefinition of tariff classifications taking place in the

Customs Cooperation Council and Canada's Nomenclature.

Technical changes in classification definitions threaten to

undermine many of the gains achieved. Classification changes

can seriously and adversely affect the sale of our sector's

products abroad. For this reason, we firmly believe that

"impairment" proceedings to compensate for any losses which

may be incurred by this sector are not an acceptable substitute.
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REPORT OF THE INDUSTRY SECTOR ADVISORY COMMITTEE
ON MACHINE TOOLS, OTHER METALWORKING EQUIPMENT,

AND OTHER NONELECTRICAL MACHINERY (ISAC 17)
TO THE PRESIDENT, THE CONGRESS, AND THE SPECIAL

REPRESENTATIVE FOR TRADE NEGOTIATIONS

EXECUTIVE SUMMARY

In the attached preliminary reports, ISAC 17 has implied

its support of the negotiations and the apparent results.

We believe, by and large, industry advice has been considered

regardless whether or not followed. Some of the proposed

codes are incomplete to the noint where we must reserve our

approval or disapproval.

Although generally approving the proposed codes we must

emphasize the concerns and reservations set forth in our

individual reports. Without a rigorous enforcement mechanism

to oversee the operation of these codes, a clear international

understanding of the terms of the codes, and equitable

implementation of the code by all signatories little benefit

will accrue.

We draw special attention to our reports on the proposed

subsidies code, government procurement, steel, the safeguards

code, the aircraft agreement, and counterfeiting code.

ISAC 17 is convinced that the implementing legislation

for each of the codes and agreements is vitally important.

We stress both our belief that the advisory committees should

fully participate in the drafting of the legislation and our

willingness to participate in such drafting.
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In this report and in all oz ISAC 17's reports we stress

the importance and necessity of the enabling legislation, deeming such

such legislation to be of equal significance as the proposed

codes. We repeat our desire and our willingness to participate

in the formulation of the enabling legislation.
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REPORT OF THE INDUSTRY SECTOR ADVISORY COMMITTEE
ON MACHINE TOOLS, OTHER METALWORKING EQUIPMENT,

AND OTHER NONELECTRICAL MACHINERY (ISAC 17)
TO THE PRESIDENT, THE CONGRESS, AND THE SPECIAL

REPRESENTATIVE FOR TRADE NEGOTIATIONS

2.A. AIRCRAFT

ISAC 17 must express its concern about the proposed ,

aircraft agreement.

1. We must express our opposition to the concept that

products which may become part of an aircraft, but which

are specifically provided for in the TSUS, should be included

in a special aircraft agreement. These are the products of

our industries for which we have been solicited advice since

the chartering of ISAC 17. We do not believe that end-use

application, (or purported end-use application), of products

identified in the TSUS under their own headings should be

lumed with aircraft and subject to special treatment with

respect to government procurement, subsidies and the other

ir.portant matters which have been the subject of our committee's

activities over the years.

2. We are concerned that if the aircraft industry feels

that it will not receive adequate protection against

subsidies, offset requirements and other unfair trade

practices from the codes adopted in this negotiation that

no industry therefore will receive protection and therefore

the codes are inadequate.
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2.A. AIRCRAFT

3. This aircraft agreement requires substantial con-

cessions by the industries represented by ISAC 17 and we do

not see that it provides any appreciable return for the

concessions granted.

4. We perceive two possible ill effects: (1) "parts"

and "fabricated components" would be imported and diverted

for non-aircraft use; (2) importation for aircraft use of

carbon copies based upon application engineering and design

by the U.S. parts manufacturers. We are not as optimistic

as certain government personnel appear to be as to neither

of these taking place because of possible claims of illegality.

Even a very large and costly policing effort would very likely

be ineffective.

We are not opposing special treatment for the aircraft

industry, but do oppose the inclusion of other industries in

an agreement with what we believe would be the inevitable

result of advantage to the aircraft industry and disadvantage

to other industries such as those represented in ISAC 17.
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REPORT OF THE INDUSTRY SECTOR ADVISORY COMMITTEE
ON MACHINE TOOLS, OTHER METALWORKING EQUIPMENT,

AND OTHER NONELECTRICAL MACHINERY (ISAC 17)
TO THE PRESIDENT, THE CONGRESS, AND THE SPECIAL

REPRESENTATIVE FOR TRADE NEGOTIATIONS

2.B. COUNTERFEITING

ISAC 17 might support a code in this area subject to

the following:

1) the code should incorporate adequate protection

with respect to counterfeiting of copyright and proprietary

design even though such design may or may not be subject to U.S.

patent or copyright protection;

2) forfeited merchandise should be disposed of in a

manner to eliminate harm to the owner of the trademark, trade

name, model, copyright or design;

3) no use of the forfeited merchandise should be made

without the consent of such owner;

4) provision should be made for such owner to have

reimbursement of expenses inasmuch as the burden is on such

owner to initiate and prosecute the determination of counter-

feiting.

In this report and in all of ISAC 17's reports we

stress the importance and necessity of the enabling legisla-

tion, deeming such legislation to be of equal significance

as the proposed codes. Without a rigorous enforcement

mechanism to oversee the operation of these codes, a clear

international understanding of the terms of the codes,
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and equitable implementation by the code signatories, little

benefit will accrue. We repeat our desire and our willingness

to participate in the formulation of the enabling legislation.
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REPORT OF THE INDUSTRY SECTOR ADVISORY COMMITTEE
ON MACHINE TOOLS, OTHER METALWORKING EQUIPMENT,

AND OTHER NONELECTRICAL MACHINERY (ISAC 17)
TO THE PRESIDENT, THE CONGRESS, AND THE SPECIAL

REPRESENTATIVE FOR TRADE NEGOTIATIONS

2.C. CUSTOMS VALUATION

We must repeat our comment that application of the code to imports

from a government controlled economy or industry will pose substantial

problems. Subject to this concern, ISAC #17 endorses the proposed code.

In this report and in all of ISAC 17's reports we stress the

importance and necessity of the enabling legislation, deeming such

legislation to be of equal significance as the proposed codes. We repeat

our desire and our willingness to participate in the formulation of the

enabling legislation.
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REPORT OF THE INDUSTRY SECTOR ADVISORY COMMITTEE
ON MACHINE TOOLS, OTHER METALWORKING EQUIPMENT,

AND OTHER NONELECTRICAI, MACHINERY (ISAC 17)
TO THE PRESIDENT, THE CONGRESS, AND THE SPECIAL

REPRESENTATIVE FOR TRADE NEGOTIATIONS

2.DD FRAMEWORK

The Committee is generally supportive of the efforts

made by the Government. ISAC #17 is especially interested

in and strongly support the concept of graduation for the

transfer from an LDC to a DC status, not only for an

entire nation but also for a specific product sector within

a nation.

In this report and in all of ISAC 17's reports we stress

the importance and necessity of the enabling legislation,

deeming such legislation to be of equal significance as

the proposed codes. We repeat our desire and our willing-

ness to participate in the formulation of the enabling

legislation.
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Report of the Industry Sector Advisory Committee
on Machine Tools, Other Metalworkinq Ecuipment,

and Other Nonelectrical Machinery (ISAC 17)
to the President, the Congress, and the Special

Representative for Trade Negotiations

2.E. Government Procurement

ISAC 17 supports the proposed code provided that: (1)

there is implementation by the signatories of the agreed

transparency in all aspects of Government procurement; and

(2) there is real and positive identification by all siqna-

tories of significant Governmental purchasing agencies.

In this report and in all of the ISAC 17's reports we

stress the importance and necessity of the enablino leqisla-

tion, deeming such legislation to he of equal significance

as the proposed codes. The ISAC recommends that a permanent

policing mechansim be established by the enabling legislation,

possibly under the auspices of STR, to continually monitor

international purchasing activities falling subject to the

code provisions. Without a rigorous enforcement mechanism

to oversee the operation of these codes, a clear international

understanding of the terms of the codes, and equitable

implementation of the c.ode by signatories, little benefit

will accrue. We repeat our desire and our willingness to

participate in the formulation of the enablinq legislation.
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REPORT OF THE INDUSTRY SECTOR ADVISORY COMMITTEE
ON MACHINE TOOLS, OTHER METALWORKING EQUIPMENT,
AND OTHER NONELECTRICAL MACHINERY (ISAC 17)

TO THE PRESIDENT, THE CONGRESS, AND THE SPECIAL
REPRESENTATIVE FOR TRADE NEGOTIATIONS

2.F. IMPORT LICENSING

ISAC #17 supports an import licensing code which we

understand includes restrictions on all techniques relating

to or used in connection with import documentation such as:

syper-technical use of typographical or inadvertent errors

and other similarly known techniques. We expressly regret

that such code might be signed by LDCs which use import

licenses to limit or restrict imports is a common practice.

The ISAC urges the STR to influence all LDCs to become signa-

tories to this code. ISAC #17 strongly opposes the use of

an import license in any manner to obstruct the flow of imports,

whether by time of procedures, procrastination in processing

paper work, monetary requirements, or otherwise.

In this report and in all the ISAC 17's reports we stress

the importance and necessity of the enabling legislation,

deeming such legislation to be of equal significance as the

proposed codes. Without a rigorous enforcement mechanism

to oversee the operation of these codes; a clear international

understanding of the terms of codes; and equitable implementa-

tion by the code by signatories; little benefit will accrue.

We repeat our desire and our willingness to participate in

the formulation of the enabling legislation.



REPORT OF THE INDUSTRY SECTOR ADVISORY COMMITTEE
ON MACHINE TOOLS, OTHER METALWORKING EQUIPMENT,

AND OTHER NONELECTRICAL MACHINERY (ISAC 17)
TO THE PRESIDENT, THE CONGRESS, AND THE SPECIAL

REPRESENTATIVE FOR TRADE NEGOTIATIONS

2.G. SAFEGUARDS

ISAC #17, in view of the incompleteness of the proposed

code, cannot express its approval. We so strongly believe

in the desirability of a safeguards code tha' the ISAC regrets

that more concrete progress toward agreement has not been made.

We, in principle, support the position of the Government, as

we understand that position. However, we are convinced that

any code to be acceptable must include the basic concept of

selectivity to be applied without regard to the acceptance or

absence of acceptance by the exporting country which has been

demonstrated to be the source of the harm caused. We repeat

our previously expressed opinion that an abbreviated expedit-

ious proceeding should be available to the harmed domestic

industry when the source of the harm is transferred to an

affiliated manufacturer.

An example: imports of widgets from country J cause a

proven injury to a domestic industry; relief is provided

by the President at the culmination of the escape clause

procedures; the manufacturer in J shifts his production of

widgets for export to the U.S. to his affiliated manufacturer

in country K continues the harm.

An acceptable code must also include requirements for
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complete openness and publication of procedures to be used

by and in each signatory for the implementation of the safe-

guard mechanisms.
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REPORT OF THE INDUSTRY SECTOR ADVISORY COMMITTEE

ON MACHINE TOOLS, OTHER METALWORKING EQUIPMENT,

AND OTHER NONELECTRICAL MACHINERY (ISAC 17)
TO THE PRESIDENT, THE CONGRESS, AND THE SPECIAL

REPRESENTATIVE FOR TRADE NEGOTIATIONS

2.H. STANDARDS

ISAC 17 in principle supports the proposed code. we note Ambas or

McDonald's statements regarding use by the Government of non-governmenual

personnel for participation on the panels described in Annex II. The

essential concept in the code of minimal use of Standards as trade barriers

is our basic reason for supporting the code.

ISAC 17 must again record its deep concern regarding what appears to

be a potentially irreconcilable conflict between the proposed code and the

implementing legislation as we would envision it on the one hand, and the

proposed rule published by the Federal Trade Commission on the other hand.

ISAC 17 believes that the implementing legislation is perhaps even

more important to the proposed Standards Code than to the other codes.

We emphasize this point because of our beliefs that: (1) formulation of

Standards can be effective and non-disruptive to trade only if knowledgeable

persons from the private sector are intimately involved in all stages; and,

(2) the governmental agency assigned the responsibility for implementing

and administering the necessary legislation must not have a regulatory

function and/or bias but should be more oF the nature of a secretariat.

We repeat our desire and willingness to participate in the formulation

of enabling legislation.
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Report of tne Ind, :ctor Advisory Committee
on Machine Tools, Metalworking Equipment,

and other Nonele, al Machinery (ISAC 17)
to the President, the Congress, and the Special

Representative for Trade Negotiations

2.I. STEEL

ISAC 17 now understands that the "Steel Agreement" is

not actually an agreement for trade purposes, but instead

is the organization of an OECD Committee of representatives

of the signatory governments. It is further understood that

industry representatives will not be permitted to attend

Committee meetings (although they may be present as advisors

for the technical subcommittee meeting which do not discuss

policy). The U.S. Advisory Committee will be made up of a

balance of steel industry management, steel indi' , labor,

user industry management, user industry labor and possably

consumers. These things being true, ISAC 17 has not objection

to the formulation of the committee.
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2.J. SUBSIDIES

Subject to the following comments regarding DISC,

ISAC 17 approves the proposed Subsidies and Countervail'ing

Duty Code. Howe-er, our support is conditioned upon informa-

tion and statements made by spokesmen of the Administration

that adequate provisions will be in the implementing legisla-

tion with regard to imports from state controlled economies

and industries.

W'lile the wording of the code seems to be clear that

DISC would be in violation of the code, we understand that

the Administration is proposing the code on the basis of non-

acceptance that DISC is violative of the code and that the

implementing legislation makes clear that the existence of

DISC is not jeopardized by the existence of this proposed

code.

ISAC 17 reiterates that its support of the code results

in large measure from the allowance for relief for injury

sustained in a third country market as well as in the domestic

market.

In this report and in all of ISAC 17's reports we stress

the importance and necessity of the enabling legislation,

deeming such legislation to be of equal significance as the

proposed codes. Without a rigorous enforcement mechanism

to oversee the operation of these codes; a clear international

understanding of the terms of the codes: and equitable imple-

mentation by the code by signatories; little benefit will

accrue. We repeat our desire and our willingness to participate
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in the formulation of the enabling legislation.



332

Report of the Industry Sector Advisory Committee
on Machine Tools, other Metalworking Equipment,

and other Nonelectrical Machinery (ISAC 17)
to the President, the Congress, and the Special

Representative for Trade Negotiations

TARIFFS

ISAC 17 has not yet had an opportunity to review the

tariff schedules from all of the countries involved. From

those schedules reviewed, ISAC 17 believes that a relative

balance of concessions given and received has been achieved.

Please note the strong exception in the addendum (attached)

concerning TSUS 658.00. It should also be pointed out that

in at least one other classification, TSUS 664.10 covering

elevators, hoists, winches, conveyors, etc. and parts

NSPF, there was no quid pro quo. The original and current

60% tariff reduction offered by the U.S. is not matched

in any case by the foreign offers available for review. The

foreign reduction on tariffs ranged from 0% up to 40%. As

a result, a large tariff disparity will exist between the

new U.S. rate of duty and new foreign rates of duty for

this competitive, export-oriented industry.

ISAC 17 is particularly pleased with the agreement with

Canada insofar as the modification of "Made In Canada" pro-

visions have been made.
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Tariffs

ADDENDUM

An examination of tariff offers indicates that of all the
numerous ISAC *17 industries only a very few have been singled
out for 100% reduction of the current duty rate. One of these
industries is covered by TSUS 668.00, "Machinery for the
manufacture of pulp and paper." This is one of the classifications
included in data provided by ISAC #17 as "extremely sensitive"
to further duty reductions. We do not understand why such an
industry should be singled out for 100% reduction of the current
low rate of 3 1/2 percent.

The U.S. domestic industry producing pulp and papermaking
machinery is suffering at this time from an especially sharp
decline in exports and an increase in imports. These trends
have erased completely in the space of only three years a $120
million favorable balance of trade and caused a loss of 2,800
jobs in the industry (based on data compiled from U.S. Department
of Commerce statistics including 10 months of import and 9
months of export data for 1978).

Import share of the domestic market has risen from 5.5% during
1964-66 to 18.0% in 1978. It seems clear that, if the existing
duties are eliminated completely, the share of the U.S. market
captured by imports (primarily from Scandinavia) will rise to
nearly 40% by the end of the period in which the duty rate
reductions are made fully effective.

The negative balance of payments which occurred in 1978 can be
expected to increase significantly with the loss of a further
3,000 jobs for U.S. workers.

ISAC #17 respectfully requests reconsideration of the proposed
tariff reduction in TSUS 668.00 and 668.06, and, as a minimum,
recommends its inclusion in Group F (Formula reduction
applicable).
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SUMMARY

One of the most important U. S. objectives in the entire

Tokyo Round of multilateraltrade negotiations (MTN) - indicated

both by the Trade Act of 1974 and its legislative history - was to

gain greater competitive access to developed country markets

(mainly Europe) for the ISAC 18 product sector (heavy electrical

equipment and related and other products). The ISAC 18 product

sector - which domestically is relatively open to foreign com-

petition - is probably the principal large U. S. industry excluded

from any chance to compete in Europe by discriminatory government

purchasing practices. For that reason, the ISAC 18 ISAR's Executive

Summary said very simply that:

"Equivalent opportunity for access to
foreign markets represents the major
objective of domestic manufacturers
represented cn ISAC 18."

It presently appears, as this report is being

written, that there definitely will be a total failure to gain

any access for heavy electrical equipment to the European Community

(EC), and whether any significant access will be g:7ined in other

developed country markets appears very questionable.

U. S. negotiators acknowledge this failure is one of the

biggest U. S. disappointments in the entire MTN excerise.

In view of this major defeat, the U. S. negotiators are

proposing that the implementation legislative countermeasures to

create both pressures and incentives for the non-cooperating

countries to be more forthcoming in the future. These contemplated

countermeasures described below in detail consist of tariff

reduction withholdings and non-access by heavy electrical equipment
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SUMMARY

made in non-cooperating countries to a specified list of the

U. S. agencies that purchase such equipment. The countermeasures

contemplated by the Government are approved by ISAC 18 as an

obvious necessity, in view of the almost-total defeat being

suffered. Such countermeasures are the beginning steps of any

program to pressure future progress.

But ISAC 18 judges, based on its experience, that the counter-

measures proposed by the Government do not go far enough to create

raalisticaly effective incentives for future trade liberalization.

the long-standing European discriminatory practices are so strong

and pervasive that ISAC 18 strongly urges and recommends that these

countermeasures be strengthened (as described below).

In addition to the basic issue of competive access, there are

serious deficiencies or uncertainties in other aspects of the

emerging MTN agreements which, in our judgment, require careful

attention and coverage in the implementation legislation.

Reviewing the principal areas of concern:

A. Government Procurement Code

As stated above, the U. S. electrical equipment industry,

perhaps more than any other industry, has suffered from restrictive,

discriminatory foreign procurement practices. American manufacturers

felt that a meaningful Government Procurement Code that included as

covered entities those agencies that purchase heavy electrical

equipment was an absolute necessity to achieve the objectives of

ISAC 18. As we understand the Code that has been developed, it is

our understanding that the principal purchasers of heavy elec-

errv _; A, 1 __. . . *

BEST COPY AVAILABLE
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B. Standards Code

While agreeing with the objectives of this Code and with

a number of its provisions, particularly with those that provide

open access to standardization and certification plans, there are

still many shortcomings and, in particular, ISAC 18 still opposes

any agreement which would result in mandatory imposition of new

standards on the United States or other nations, except in those

few instances when a nation has developed a standard as a deliberate

and discriminatroy NTB." We understand such mandatory imposition

is not intended, but clarification is required as to how the

U. S. intends to implement the affirmative duties specified in

Sections 2.2, 3.1, and 4.1.

C. Tariffs

1. Heavy Electrical Equipment

In view of the fact that these negotiations did not lead

to equivalent competitive access, particularly for heavy

electrical equipment, ISAC 18 expresses its deep disappointment

over further reductions in U. S. tariffs; in particular, reductions

for power transformers (682.07), generators (682.60), and large

outdoor switchgear (685.90). ISAC 18 believes there should be no

tariff reductions for these items, consistent with the position

taken by our negotiators regarding turbines and boilers.

Further, ISAC 18 notes with disappointment that all tariff

items, with the exception of "flashlights and parts," have

tariff offers either at formula or greater than formula.
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2. Diesel Engines

Tariffs were the principal concern for manufacturers of

diesel engines and received the greatest attention in ISAC 18's

comments and recommendations related to this product category.

Current U. S. diesel engine tariffs in general are lower than

those of the EEC and Japan ... the major sources of non-U. S.

diesel engine production.

ISAC 18's long range "ideal situation" was considered to

be free access to the U. S., EEC, and Japanese markets for

all engine manufacturers. As this would require greater tariff

reductions by Japan and the EEC, a more realistic goal of formula

tariff reduction was recommended as minimum bargaining position.

This objective appears to have been achieved through

formula reduction offers from the U. S. and the EEC and Japan.

In this respect, tariff goals of diesel engine manufacturers were

realized and although some disparity remains, it will be less

than in the past.

D. Linkage Proposal for Heavy Electrical Equipment

Specific advice to government representatives, both in

our ISAR and in visits to negotiators in Geneva, urged that any

tariff concessions for U. S. heavy electrical equipment should

be linked to a satisfactory Government Procurement Code that

covered heavy electrical equipment. While we understand that

certain generation components, such as turbines and boilers,

may have tariff concessions withheld, we are most disappointed

that switchgear, transformers and generators for use in turbines
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-ve not also been withheld as per our recommendation. We repeat

that tariff reductions on all these items should be wihheld and,

in fact, increased, in view of the failure to get procurement

code coverage. We also recommend other countermeasures, as

stated below.

E. Sector Negotiating objectives

Secion 104 of the Trade Reform Act addresses the need that

"A principal U. S. negotiating objective under Sections 101 and

102 shall be to obtain, to the maximum extent feasible with respect

to appropriate product sectors of manufacturing --- competitive

opportunities for U. S. exports to developed countries of the world

equivalent to the competitive opportunities afforded in United

States markets to the importation of like or similar products,

taking into account all barriers including tariffs to, and other

distortions of internatijonal trade affecting that sector."

Further, th.' Congress, in the legislative history on the Trade Act

(see, for example, the Senate Finance Committee, in its Committee

report on this issue), specified the electrical equipment industry

as a particular area in which the sector negotiating objective

should be diligently pursued. As indicated above, insofar as

ISAC 18 is concerned, the MTN utterly fails to comply with Section

104.
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While expressing our disappointment with the results of

the MTN as it concerns ISAC 18, we would be remiss if we did not

point out the cooperation and open communication channels between

STR, DOC, and other government agencies who worked so cooperatively

with the private sector through these difficult years. We believe

that one of the wisest decisions made by the Congress was the.

requirement, particularly under Section 135, for advice from the

private sector and, in spite of our misgivings about the results,

we wish to compliment this Administration and past Administrations

for their implementation of this requirement.
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2.A. Aircraft

The Committee has considered the issue of Aircraft

and believes the matters covered by the code are not of

significant interest to the sector. For this reason, it

does not appear appropriate to report on the code. The

members reserve the right to reconsider this opinion at

such time as the Committee prepares its final report under

Section 135 (e) (1).



343

2 .1. Counterfeiting

The Committee has considered the issue of Commercial Counterfeiting

and believes the matters covered by the code are not of

significant interest to the sector. For this reason, it

does not appear appropriate to report on the code. The

members reserve the right to reconsider this opinion at such

time as the Committee prepares its final report under Section

135(e) (1).
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2.C.' Customs Valuation

The Committee has considered the issue of Customs Valuation

and believes the matters covered by the code are not of

significant interest to the sector. For this reason, it

does not appear appropriate to report on the code. The

members reserve the right to reconsider this opinion at

such time as the Committee prepares its final report under

Section 135(e) (1).
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2.D. GATT Framework

The Committee has considered the issue of GATT Framework

and believes the matters covered by the code are not of

significant interest to the sector. For this reason, it

does not appear appropriate to report on the code. The

members reserve the right to recons:Lder this opinion at

such time as the Cormittee prepares its final report under

Section 135 (e) (1).

50-151 0 - '9 - 24
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2.E. NTM Code on Government Procurement

A. Background

The major interest in the proposed Government Procurement Code on

the part of ISAC 18 emanated from the desires of American manufacturers

of equipment (for large power plant installations, large fossil fuel

fired steam generators, and nuclear reactor and steam supply systems)

to eliminate discriminatory one-way international trade in that

equipment.

For decades it has been the consistent practice of industrialized

countries in Europe and of Japan, by various policies or devices, to

effectively prohibit the importation of large electric power plant

equipment into their respective national markets. On the other

hand, a number of these countries with full capability to manufacture

such products have taken advantage of the liberal policies of the

United States. These foreign sales to U.S. utilities are often

at prices much lower than prices in the manufacturer's home market.

The only U.S. government restrictions on selling this equipment to

United States purchasers have been import duties and, with respect

to federal agencies, the Buy-American Act. These are minimal, well-

publicized requirements underwhich agencies of the United States

Government have purchased many millions of dollars' worth of large

electric power plant equipment from foreign suppliers since World

War II. Conversely, with rare exceptions utility entities in

European countries and Japan have not purchased American-made
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2.E. NTM Code on Government Procurement

large electric power plant equipment. The few exceptions have usually

involved purchasing a prototype machine with license to produce similar

machines thereafter in the country of purchase.

A number of European and other countries have nationalized, government

owned electric utility systems. Shortly after the Kennedy Round, which

did not curtail non-tariff import restrictions, a suggestion was

made by U.S. Government officials that an international government

procurement code be negotiated in an effort to eliminate non-tariff

restrictions on the purchase of large electrical and other equipment.

It is apparent, now that the Code is nearly completed, that the utility

entities of the governments the U.S. hoped would be subject to the

Code, will not accept it. To the extent that such entities are not

subject to this Code, the Code will have no significance in elimi-

nating major discriminatory practices in the sale of large electric

power plant equipment in international trade.

B. The Proposed Agreement

Note: The U.S. Government proposal with respect to a code on govern-

ment procurement consists of five parts: (1) the code itself; (2) the

governmental entities that the signatory countries will subject to

the code; (3) U.S. laws that will have to be changed because incon-

sistent with the code; (4) proposals re how the U.S. will implement

the code; and (5) U.S. countermeasure proposals to create incentives

for broader foreign government participation in the future.
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2.E. NTM Code on Government Procurement

1. Coverage; government entities to be made subject to the code

Note: We understand this area is still under active negotiations

The European Community (EC) is excluding:

- utilities (purchasers of heavy electrical equipment)

- telecommunications

- transportation

- some types of computers

. Sweden and Japan are currently including utilities but

may withdraw in view of EC omission. Japan is currently

excluding telecommunications

· Canada and Switzerland will apparently include their utilities

. Australia will apparently not agree to the code

2. Implementation

Special Trade Representative (STR) officials stress that the

value of the government procurement code and the other MTN

agreements will depend on how effectively the U.S. Government

is structured and enabled to administer, monitor, and enforce

the various agreements. However, STR officials also represent

they are only beginning to develop implementation proposals

and have not as yet indicated the nature of such proposals.

3. Countermeasures

In recognition of the failure to get EC inclusion of utilites,

transportation, and telecommunciations, and to create

pressure and incentives for inclusion of these sectors in

the future, STR is proposing a set of retaliatory counter-

measures. RE ISAC 18:
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a. Tariff reductions on turbines and boilers will be

withheld.

But tariff reductions on generators, power transformers,

and switchgear would go through.

b. Specified U.S. agencies that purchase heavy electrical

equipment would be impeded or prohibited from buying

such equipment made in the non-cooperating countries.

The list of such U.S. agencies currently under consider-

ation is in Appendix 1.

Note: STR has no definite proposal as to what the degree

of exclusion of these U.S. agencies is to be; i.e.,

whether simply to increase the Buy American differentials,

whether to prohibit any purchases of such products made

in such countries, or whether to practice some other

countermeasure.

A two-tier approach may evolve involving the use of

bilateral agreeements: no exclusions for countries

that put all of their agencies under the code, plus

exclusions as countermeasures for countries that do not

cooperate fully.

]
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2.E. NTM Code on Government Procurement

C. Evaluation of Code and Recommendations by ISAC 18

1. The coverage of the code, as STR itself recognizes, is

very disappointing. This is probably the biggest single

disappointment of the MTN. The Congressional focus in

the implentation area, therefore, must be

To make sure foreign competitors do not get better

access to U.S. markets

to impose countermeasures, so far as the U.S. market

is concerned, on suppliers from non-cooperating

countries, to put pressure on them to cooperate in

the future.

2. The countermeasures should be strengthened.

Instead of any lesser nmeasure, the U.S. agencies

listed in Appendix 1 should be prohibited, in the

implementation legislation, from purchasing the equip-

ment in question made in non-cooperating countries until

they place the pertinent purchasing entities under the

code. Rules of origin will have to be designed and

administered to prevent evasion. For example, equipment

sold by a supplier in a signatory country whose govern-

ment utilities are covered by the procurement code should

not be allowed to be sold to a U.S. agency if significant

elements or components in such equipment were designed

and/or manufactured in non-cooperating country or

countries.
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2.E. NTM Code on Government Procurement

In addition, Congress should prohibit the use of

federal funds in connection with any purchases by

non-federal agencies or privately-owned entities of

such equipment made in non-cooperating countries.

For example, REA funds used by cooperative to pur-

chase heavy electrical equipment.

As to tariffs:

- Reductions should be withheld on generators, power

transformers, and power circuit breakers, as well

as on all turbines, generator, and boilers.

- Tariffs on these items should in fact be increased,

to the extent feasible (perhaps to the non-MFN rates).

Keep in mind that, whereas the foreign markets in

question involve largely-owned purchasers or pur-

chaser who, though ostensibly non-government-owned

are in fact largely inder government influence,

about 85% of the U. S. heavy electrical market is

privately owned and is therefore not affected by the

procurement code.

3. The implementation legislation should provide for vigorous,

integrated high-level U. S. administration of the procurement

code - and the other codes - to enable the U. S. effectively

to monitor and enforce the rights of U. S. exporters.
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2. . NTM Codc on Govcrnmcnt Procurement

The proposal being discussed to create a special cate-

gory between 50,000 SDRs and $150,000 SDR's is not

definite enough to be evaluated.

The transparency provisions, as regards the losing

bidder's finding out why he lost, are questionable.

The disputes settlement procedures (especially as

regards sanctions) will be of value only if the U.S.

government is structured and willing to use it.

4. The implementation legislation should provide for vigorous,

integrated high-level U.S. administration of the procurement

code - ant the other codes - to enable the U.S. effectively

to monitor and enforce the rights of U.S. exporters.
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Appendix I

2.E. NTM Code on Government Procurement

U.S. agencies proposed by the Government to

be partially or wholly barred from purchasing
heavy electrical equipment made in countries
that do not include government entity
purchasers of such equipment in the government
procurement code

Note: List is still being discussed within STR.

TVA
Dept. of Defense - Army Corps of Engineers

Dept. of Interior - Bureau of Reclamation
Dept. of Energy - Bonneville and other Power Administrations

Dept. of Transportation - FAA
NASA

t4
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2.F. NTM Code on Import Licenting

The Licensing Code only addresses itself to the administrative

problems, largell in LDC's, inthe application and processing of an

import license. However, the Code does not address itself to the

apparent prohibition on granting import licenses to exporters

whose products are domestically produced by a national "infant"

industry that the less developed country wishes to protect.

The provisions of this Code will help an importer to utilize a

license if they are able to obtain one.

There has been a recent trend by such countries, notably Mexico,

to eliminate the requirement of an import license for importation

of certain goods. However, they have utilized an increase of the

import duties on these same goods to such an exorbitant rate that

the importation is economically unfeasible. As an example, Mexico

has eliminated the import license requirement on fluorescent tubes,

effective January 1, 1979. However, they simultaneously increased

the duty on that product by indicating the official price as 200

pesos ($8.80) per gross kilo on which a duty of 50% is applicable.

This would make the import duty on a 40 watt flourescent tube at

$1.56. A 40 watt tube, locally manufactured, is presently sold in

Mexico for less than $1.00.
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2.G. Safeguards

The Committee has considered the issue of Safeguards

and believ;es the matters covered by the code are not of

significant interest to the sector. For this reason, it

does ':ot appear appropriate to report on the code. The

members reserve the right to reconsider this opinion at

such time- as the Committee prepares its final report under

Section 135(e) (1).
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2.H. NTM Code on Technical Barriers to Trade (Standards)

ISAC 18 has carefully and fully considered the Code on Technical

Barriers to Trade, recognizing the negotiating problems involved

in seeking MTN agreement on measures intended to eliminate such

barriers. The Code contains recognition that adherents may be

constrained by national requirements for protection of health,

safety and environment, so that there may be cases in which they

may invoke the privilege of non-compliance for those reasons.

The Code contains a requirement for national and regional certi-

fication systems to grant access to those systems to foreign or

non-member suppliers on a most favored basis, which represents a

major advance in eliminating a most troublesome barrier.

There are certain Code provisions which would be unduly burdensome

to U.S. manufacturers, particularly those which bear upon the adop-

tion of international standards. The ISAC 18 ISAR contained the

following language, "In no event, however, would ISAC 18 support

proposed agreements which wo-ld result in mandatory imposition of

new standards on the U.S. or other nations, except in those few

instances when a nation has developed a standard as a deliberate

and discriminatory NTB. Possible harmonization of a code of pur-

chasing conduct should not result in harmonization of standards."
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2.11. N''M Code on Technical Barriers to Trade (Standards)

It is true Sections 2.2, 3.1 and 4.1 do not mandate the use

of international standards in those cases where the standards are

inappropriate for a list of reasons including national security,

safety & fundamental technical problems Nevertheless these Sections

do contain language appearirng to contain a manadate for use of

such standards by signatories.

As an example, the use of international standards for electrical

products by and within the U.S. is generally impractical:

a. Such standards largely describe E.C. products made to

conform to E.C. installation requirements, voltages, Hertz frequencies

and customary practices which differ in each case from those in the

U.S.

b. There is not world-wide use on a multi-national basis of

such standards.

c. U.S. membership in international standards bodies and

acquiescence with existing standards over the years usually

reflected a measure of disinterest by U.S. representatives because

the "standards do not apply here."

The deficiencies in the requirement that international standards be

used by the U.S. are sufficient so that it is important that

implementing legislation fully recognize the rights of the U.S. as

a signatory to not use international standards for the reasons

listed for such non-compliance in Section 2.2.
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Section 1.3 of the Code contains relief or exception from compliance

with the Code for purchasing specifications prepared by governmental

bodies for the production or consumption requirements of governmental

bodies. In many cases governmental bodies represent a dominant

influence upon the internal economy of a country because of the

large size of governmental consumption as a part of the total

economy. This exception could be the basis for technical specifi-

cations which may be more broadly an obstacle to international

trade than appears to have been intended by the Code.

Section 12'.3 provides for special and differential treatment of

LDC's in a manner which seems to support waiving requirements in

standards to which other parties would be expected to conform.

While the special problems which the LDC's have in improving their

economies is recognized, it appears that waiving standards require-

ments is an extreme and undesirable approach, if that is the intent

of this section.

Sections 14.9 thru 14.13 establish an approach to dispute settlement

involving the use of a technical expert group to take certain

actions including, if appropriate, making findings concerning the

detailed scientific judgments involved. This approach to dispute

settlements has been rejected when proposed by the American

National Standards Institute as a step in resolving disputes on

domestic standards matters, and the rejection was broadly based.

The custom in the U.S. is almost completely that of resolving dis-

putes by examining the pro idural correctness of standards rejection

or adoption.
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The major problem of almost overwhelming proportion is how the

experts would be selected in any particular instance, bearing in

mind the broad differences of scientific opinion or theory in

many technical areas.
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2.I. Steel

The Committee has considered the issue of an International

Steel Agreement and believes the matters covered by the code are

not of significant interest to the sector. For this reason, it

does not appear appropriate to report on the code. The members

reserve the right to reconsider this opinion at such time as

the Committee prepares its final report under Section 135(c)(1).
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2.J. NTM Code on Subsidies and Countervailing Duties

A. DISC

The draft subsidies code raises a very serious question as to

its effect on DISC. In response to voiced industry concern,

government officials were originally understood to have

represented:

·The Europeans and other countries understand and accept
the fact that the status of DISC under the GATT will
be undecided after the Tokyo Round is concluded ("they
understand we have a problem"); i.e., other countries
understand that DISC is to be "in limbo" and tacitly
agree they will not seek to invoke the new subsidies
code against DISC. However, those countries do not
want to put this understanding in writing. Obviously,
if an attack were made against DISC under the current
provisions of the Subsidies Code, it would be difficult
indeed for the U.S. to defend DISC.

·There is no intent on the part of the U.S. government
that Congressional approval of the subsidies code will
result in an implicit repeal of DISC.

*The Administration's implementation package will expressly
and clearly confirm both the foregoing MTN understanding
and the U.S. governmental intent.

There is now confusion as to what the status of DISC will be

under the Subsidies Code so far as other countries are concerned.

And, even more disturbingly, there is now even uncertainty as

to how clearly the government will indicate in the implementation

package that Congressional apprcval of the Subsidies Code will

not implicitly repeal DISC. The footnotes in Annex A of the Code

which are intended to protect DISC are seriously inadequate and,

in fact, are damaging.

So- ,; , - ;9- - i5
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2.J. NTM Code on Subsidies and Countervailing Duties

Both the GATT and the Congressional aspects should be clarified

as the government originally apparently indicated. It is

especially necessary that Congressional consideration anu

approval of the Subsidies Code be on the basis of a clear

indication -- either in the legislation itsel2 or in the

legislative history -- that Congress is not inteniir- to repeal

DISC.

It should be kept in mind that the position advocated above does

not involve or affect domestic issues about DISC. The objective

is simply to make certain that -- unless and until there is a

mutual agreement among the signatory governments as to the GATT

status of DISC -- its status will be solelr for the U.S. to

decide.

B. Border Tax Adjustments

The Europeans totally "stone-walled" when the U.S. sought to

discuss the trade-distorting effects of border tax adjustments.

The subject was not even seriously discussed. Therefore,

consideration and approval by Congress of the Subsidies Code

should preserve the U.S. position that foreign-country practices

re border tax adjustments are trade distorting so that, as

directed bye Congress in Sec. 121(a)(5) of the Trade Act of 1974,

the U.S. position be maintained that there should be a redress

of the disadvantage to the U.S. because it relies primarily

on direct rather than indirect taxes for its revenue needs.
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In view of what has happened, the U.S. should press for the

international tax conference contemplated by some of the provisions

in Annex A, attached to the Code, at which a further attempt

could be made for the redress of competitive advantages which

the Congress directed the President to seek, as stated above.

C. Proof of Injury

Consideration of whether there has been a significant increase

in subsidized imports and whether there has been a significant

price undercutting by subsidized imports as compared with the

price of a like product of the importing country would effectively

deny either countervailing duty or anti-dumping action with

respect to subsidized or dumped imports of some items of large

electrical equipment. In some years only a few units of such

equipment are purchased by U.S. utilities, and the prices of

units purchased are not available to U.S. suppliers (in case of

large steam tarbine generators, U.S. suppliers are prohibited

by consent order from knowing competitors' prices on any particu-

lar contract). Accordingly, under countervail or dumping action

injury to large electrical equipment manufacturing industry

must be determined on a more realistic basis. This is especially

important for an industry which has experienced proven,

repetitious, dumping and subsidized sales from abroad over long

period of time.

Footrn.te 3 under Section F defining "like product," would make

W
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it difi.cult if not impossible to qualify imports of large

electrical equipment for protection vs. subsidized or dumped

imports. For example, each manufacturer has different designs

and configurations, and different transformers perform different

specific functions. Yet all are nonetheless "large power

transformers."
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Although t[le bargaining efforts of the United Sli es in tie NI", lil:ie r al

Trade Negotiations (M'rN) are in the main compleled. the continued existence

of several unresolved issues in that forum causes this reviewt and appraisal of

the results to be less definitive than our Industry Sector Advisory Conmmnittee

(ISAC) would have preferred at this stage of reporting to the Congress. One

Code of major significance to some industries within the ISAC's scope - that

covering safeguard actions - remains in dispute. 1 Moreover, we have yet

to be apprised of tnle tariff concessions and Code adherence of those developing

countries which afford potential and substantial exptort marninkets for our products.

Nevertheless, in the final pages of this section we provide a general

assessment of tile trade agreements. More specific asssessments are furnished

in folloxing sections which consider each agrecment individually. These evalua-

tions, however, cannot be meaningful if offered in vacuo. RIther, they achieve

an essential pertinence only xwhen the agreements are exained conntextually

in the relationship of our industries to the current internatiolal tranding

climate, to on-going U. S. trade policy, and to proposals of domestic impnllc-

mentation measures.

In particular, because thlle agreements make for newt and Il)onlially

1) The unsettled Code on Counterfeiting has lesser relevance to our industries.
Because both these instruments might, however, he laid before the Congres
at a subsequent date, at the later sections of this rel),rt approlriate to dis-
cussion of trademark counterfeiting and safeguards we providle some
preliminary views.
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swveeping clhanes in key pi)il:rs of the itein;ti,(-al r;siri Sli .lilure. lhie

rapid adaptation of the United States to what is ncw and Nwihat will be cl;rw.inrg

is critical to the survival and progress of our industries. From the obscrvation

of experience, this ISAC's memibrs have every reason to believe that our forei?

competitors and their governments will not be slow to put in force their own

adaptations - simultaneously, wherever possible, to protect donmestic mn;arkcts

while expanding exports. No doubt, in some instances, these new measures and

new practices will test the effectiveness of the agreements. But, more importai

the ag:?enlents themselves and how this country puts thein to legitimate use is

a test of mettle of the United States and its Federal government in anticipating

and facing up to a trading world that - sooner rather than later - will be a cornl

of increased international competitiveness and opportunities for economic ex-

pansion.

The vital clement to serving the American national interest, effectively

and legitimately, is therefore a series of vigorous governmental implementation

measures and programs which will be fully in place when each of the various

agreements comes into force. Half-measurcs - those that merely alter U. S.

domestic legislation and regulation in order to bring our laws and procedures

into easy conformity with the agreements - will, we are convinced, leave this

country and its industries in an even more vulnerable position than exists today.

For, NKith the reduction of trade barriers, we expect to see nll intcnsified

competition in our domestic and export markets rapn~ina from the verv fair to the

actionably unfair. Some of this competition will, as it is today, be nmarked by
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their competitor fi rrms, again in inaclivities that ranire from the l)crnlissible to

the egregious.

* In such a trading world, anything less than full U. S. domcstic iniple-

menting measures and programs - all in themselves consonant with

the trade agreements and aggressiely administered - will consign

the United States to permanent cdsadvant:age in its international trade.

In that sense, ISAC 19 welcomes the trade agreements as an opportunity

under which the Federal government can take rapid corrective and new

steps in U. S. trade policy and practice that are long overdue.

Scope of the ISAC. As defined by its charter and subsequent revisions,

the coverage of ISAC 19 includes literally hundreds of discrete products, their

components and parts. Their models and technical rntinigs run to tens of

thousands. All are generally regarded as consumer durables, excepting perhap?

phonograph records and prerecorded or blank audio/video tapes. In consumer

markets, this product scope covers a range from "big-ticket" items to "impulse

goods. These utilize and are manufactured by a multiplicity of technologies.

Scrx:e have been marketed for more than a century; others, new and highly

innovative, are not yet in general distribution; most, in varying degree, are to

be found in world-wide demand. In brief, these products include:

@ Major appliances - electrical, gas and manual - for household use,

such as refrigerators, ranges and other cooking devices, honme laundry
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Inachilles, ste s, soil hrete rs anld lhe lile.

c Small appliances or housewares, usually electrical, such as grinders,

food processors, coffee-makers, toasters, irons, specialty cookers,

vacuum cleaners, floor polishers, electric brooms, humiidifiers and

dehumidifiers, powered hand-tools, and more.

* Consumer electronic products, including among others, television sets.

home and auto radios, phonographs, audio systems and comp(nents,

separate devices such as loudspeakers and mnicrcophnncs, a'.dio and

video tape players and recorders, video disc players, and others.

· Prerecorded audio records and tapes, blank tapes, and video discs.

Kev Competitive Factors. Despite the enormous variety in this ISAC's

product scope, international success and most certainly survival in the U. S. and

other domestic markets are generally associated with three principal comnpeti-

tive fac:ors:

1. Large-scale production of goods that are both dependable and of a

recognized level of quality, coupled to effective channels of distribution

which bring such mercha ndise to the crtnsuiner in (liuntity and con-

sistent availability.

2. Numerous elemrnts of cost comlpcetliveness which, in rc llntively free

markets, are tested by the price-co)mpetitive cn(nsc'i mlsc, ss of

consumers.

3. Product differentiation through the continuing incorporation cl and

addition of new features, both tangible and intangible.

ij
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Complcllnll tinl thls('se factlr s ;:re, ,if crlurIs, such vital cfrnsidfr: ;irnll

as the relative fiinincial health of the firm, caplability to carry out research

and product development, warranty and product service requireincnts as may br

appropriate, conformity to standards, and the panoply of relationships between

industry and national governinents.

* Today, under the effective influence of these factors: 2 (a) a numiber

of ISAC 19 products have substantial and growing export markets;

(b) some have in our judgment an untapped export potential, inhibited

partly by barriers addressed in the trade a,reoeilmers and partly by

the insufficiency of U. S. export assistance programs; (c) others are

highly sensitive to major foreign competition in the U. S. domestic

market; (d) still others have minor export opportunity with negligible

competition from overseas.

2) In consideration of the actual size and existing international markets for
ISAC 19 products, the Committee believes that Federal statistics on
industry exports within our product scope are unreliable and, indeed,
probably in disarray. As examples: (i) we are unable to correlate known
unit quantity shipments of such diverse items as air conditioners and
phlenograph records to reported aggregate vl':e.., of shipmnents; (ii) we
cannot idenlify the substantial quantities to exported parts and compnnents
that constitute sigrnific:tnt production for the facliriesf rrf olecltrical alpplianc,
producers; and (iii) in country-by-country lists that presumne to analyze
tariff concessions, products wholly outsidc tihe ISAC's scnpe are included
and products within our scolpe are omitted - thereby contribulinC signifi-
cantly but erroneously to statistical evaluations that are worthless.
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A Bricf Historical Overview. With the crd of \VWirld \War 11 and well

into the 1950's, discouragement of exports on the part of our domestic cofnsulmel

goods industries was in Government viewed as a positive element to the economi

and political recovery of Western Europe and Japan. 3 Tlhe direct obverse of

this policy was the encouragement of capital goods and other products deemed

essential to economic recovery. The need for such a policy at that time is

perhaps still unquestionable: such was this country's competitive position that

massive but unselective exports would most certainly have bankrupted the

world, probably including the United States.

Not nearly so necessary to the achievement of this finite objective was

the tolerance by the United States of the erection of an intricate series of

permanent barriers against our irdustries' imports as fixtures of the post-war

trading world. Some of the barriers were simply refurbished from the trade

wars of the thirties. Others, more sophisticated and reflective of the significan

enhanced economic power of central governments, were and are testimony to

man's inventiveness when faced with challenge, opportunity, and an absence

of deterrence.

Tolerance, coupled to somnolence, in the main kept effective U. S.

participation at arm's length and ocean's breadth from the development of

foreign national, regional and meaningfully international product standards
3) This disincentive to export as a matter of policy of course xn-as felt by other

industries, notably in the production of "short-cycle" industrial inter-
mediates and components.

a
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and their utili'.:ition. S ,mrolo¢nce, l)ll(ted by :In uiinuriti l (ler;mle. ei(,ft

us inattentive as compet ing industrial lat ions - their recoveries collllpltce anid

burgeoning - laid down networks of trade-distorting domestic and exp:art

subsidies which in the absence of bilateral and multilateral discipline achieved

their desired results: (i) pre-emption of foreign markets, (ii) subsidized

product innovation, and (iii) penetration of the U. S. domestic market.

By the sixties, in a much changed world the basic assumptions

underlying U. S. trade policy and its administration and implelentation

remained essentially unchanged. Although the reasons for the basic tilt which

favored U. S. exports of capital goods over consumer products had disappeared.

the tilt remained - and does so today. Export assistance programs in this

country remained static or withered, even as competing nations improved their

own. The introduction of the DISC in the early seventies - whose benefits

were subsequently scaled down in mid-decade - provided a potentially powerful

working tool for exportation. But its beneficial effects can be realized only

after years of accumulating taxable but deferred funds and applying them to

product development and export marketing. In any event, the value of a DISC

to a manufacturer is directly related to his export volumes and profitability.

Today, the DISC stands as the only meaningful export aid for consumer

durables manufacturers. No other U. S. programs of substance are in existence

But, from the viewpoint of most U. S. consumer electronics manufacturers, moi

beleaguered by imports than encouraged by export,opportunity, DISC's pntential

usefulness lies in the future. Their profitability having been squeezed over
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many y( irs, they have been unable to generate the internal Tin;incianl res,uirces

that are essential to adapting products to foreign demannd and to investing in

export market development. In the present, the assistance they receive from

the administration of American trade policy is sunmmed up in the Orderly

Marketing Agreement (OMA) with Japan on color television sets.

Prior to the OMA, however, it could be argued that the administration

of U. S. trade policy regarding consumer durables had shifted froln cumulative

indifference to flagrant malperformance. The failure of the United States to

arrest the dumping of Japanese TV sets, dcspite the continued existentce of an

affirmative finding since 1971, leads some to such a conclusion. 4

4) A host of ironies surrounds this case: Initiated in 1969 when the Japanese
were accused of dumping both monochrome and color TV sets, in 197. the
U. S. Treasury found a preliminary determination of dumping and the U. S.
Tariff Commission found injury to the domestic industry as a result of
such dumping. Meanwhile, between the date of complaint and the dates of
finding, certain technical aspects of the operation of TV sets had undergone
product improvement and design (but not necessarily cost) changes: in 1969
the internal circuitry of most TV sets essentially employed discrete conmpoi
- that is,interconnected receiving tubes and individual passive components
such as capacitors and resistors; but by 1971 many or most models increas
ingly utilized solid state (i. e., transistor and ofher) devices while also
incorporatingpassive functions. 'The technical revolution was substantial,
even if the end-product performed for identical usage. Initially, after 1971
Treasury collected duties only on tube-type models that were identifiable
from the 1969 complaint and Treasury's subsequent investigation; solid-stal
models were in essence ignored and continued to enter this country from
Japan in increasing numbers, even though the eventual possibility of anti-
dumping duty liquidation requirements remained unablated. Until 1977/78,
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ISAC 19's conclusion n (tn he Ineaing of tilis sv.ecp of U. S. ohlicv ;and

trade history, as our industries have been thus affected, is soincwhat different:

we recognize the need and desirability for multilateral agreements which provid

the foundation and means of maintaining an international discipline in a world

of expanding and liberalizing trade. Even more important is the establishment

of a strong U. S. trade policy with attendant practices and procedures tnat are

binding upon our own government and agressively administered.

The Sectoral Negotiating Objective. The emphatic need for large-scale

production operations in support of mass markets, the keen role of competitive

pricing, the imperative of product differentiation and changing designs, the

variations in the worldwide competitive standing for our differing products,

and the deficiencies in our own trade policies, programs and administration -

all these led ISAC 19 in 1975 to advise the U. S. negotiators to seek for our

industries a balanced package of concessions gained and concessions given.

This we did in citation of Section 104 of the Trade Act, the sectoral negotiating

4) continued -
Treasury did nothing - even as some U. S. manufacturers closed their
doors, others merged., and some sold out to foreign ownership. Then,
having failed to establish a dumping margin on solid-state sets by type of
imported model, Treasury attempted to collect retroactively all unliquidate,
duties by mncans of an innovative method of appraisement which would base
v"'uation upon the Japanese commodity taxes .which were levied on sets sold
in Japan's home market. At this writing, the duties remain mostly uncolle,
and the validity of the Treasury's method is under challenge in the courts; I:
the millions of dumped Japanese TV sets entering the United States since 19
constricted the domestic market in price, quantities and profitability so
that the domestic industry incurred a prolonged - and probably unnecessary
acute shrinkage of operating firms even thou gh unit cost efficiency increase,
among the survivors.
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objective cst;iblii.hcd by the Congress. Our inlllcic ns \c,' e (lilc (c ct(( ,,w:iid csl'

rather than protection; our perspectives were shaped by a consciousness of how

the formulation, evaluation and administration of U. S. internationnl trade policy

had affected our industries in the years since World War n ended.

In the perspective of the historical overview, above, the necotiated

agreements on both tariffs and non-tariff measures have more rather than less

approached this ISAC's sectoral bargaining objectives. Our largest concerns ha

been in the areas of subsidization, dumping, standards and tariffs. Indeed. the

content of the several codes comes close to equalling our fonder hopes while

exceeding our expectations. If, at the MTN, sector negotiating for our industrir
4) continued

To those ironies should be added others. Failure to control Japanese
dumping in the U. S., which thereby contributed to the very thin profitability
which has persistently plagued the U. S. domestic industry, substantially
reduced U. S. abilities to maintain a requisite level of research and
development as :,l!I as investment. As a result, such funds as could be
expended were directed to the limited areas of improving existing product a,
manufacturing methods. But research and development in such newer prodsi
areas as off-the-air video tape recording in the home and video disc players
could not be maintained at a satisfactory level - with the inevitable conse-
quences: these have been developed in other countries, are in the main
imported, but the United States market demand is what makes them
economically feasible to production by manufacturers anywhere. Meanwhile
lacking sufficient price margins,' efficient U. S. TV manufacturers have
been unable to generate investment funds in sufficient quantities that are
necessary to underwriting an export effro-t to those foreign markets which
itilize U. S. technical standards for color tclevii on and are thus amenable
American product designs. Such being the case in "easier" export oppor-
tunities, the once very real opportunities - as in Europe - which would
have required investment ir set design adaptations to differing technical
standards as well as market development became impossible to consider,
let alone prosecute.

The supreme irony, however, lies not with the Treasury but with the
failure of the United States to adapt its procedures - though it might not
have been able to adhere totally - to the GATT Antidumping Code that
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nevertheless turned out most satisfactory.

IMPLEMENTATION NECESSITIES

But, in themselves, the codes are only a substructure upon which the

evolution of a contemporaneous U. S. trade policy and its effective administratio'

might be built. This country's weak and minimal policies, desultory and frag-

mented administration, however, do not constitute the type of edifice that belon-

on such a substructure. At the very least they waste its promise and destroy

its potential. More likely, because the clear presumption of the agreements is

substantially expanded international trade and more vigorous discipline in how

such trade is conducted, adherence by the United States to its traditional

governance of its worldwide commerce will lead only to acceleration of those

economic evils which made the MTiW so necessary to this country: an ever-

decreasing share of the world's markets for domestic U. S. enterprise and

ever-mounting deficits ia our trade and payments balances. Given the comnpetit;

sensitivity of many products within this ISAC's scope, we are especially fearful

the coming years if the hallmarks of U. S. trade policy and administration rema;
4) continued

emerged from the Kennedy Round in 1967. There, by the terms of
Article 10(d) the Customs would on an affirmative finding have been
required to begin collection of antidumping duties within three months
(or, at most, six months) after a preliminary determination. Instead,
today, after eight years and throughout the entire intervening period,
the duties remain unliquidated.

1 VE AM
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Thus, ISAC 19 believes the following generic elel(mcnts of impllcmenta-

tion are necessary to the recovery of a healthy inter.national trade position by

the United States:

* That the present fragmentation in trade policy administration and

responsibility be replaced by a strong, compact and forceful central

agency. Toward this end, we endorse the provisions of S. 377 and S.89'

as introduced in the current Congress.

* That aggressive representation and administration of U. S. trade interc

under the codes become the new and recognized hallmark of our imple-

mentation, domestically and internationally.

* That, parallelling the legislative conformance of our statutory

institutions to our code obligations, an aggressive series of export

assistance and development programs be initiated forthwith. These

shouvld include added and substantial funding of export credits for

industrial products other than capital goods; provisions making possible

the operation of trading companies (including banking and transportation

services) with significantly reduced risk of antitrust prosecution;

provision of exl)orter loans for market development; and removal

of the more egregious export disincentives involving taxat ion,

documentation, licensing and prohibitions that todav discourage U. S.

trade expansion without compensating national benefits.

* That U. S. trade benefits be conferred conditionally rather than non-

disc-iminately so as substantially to reward code signatories and

50-15! 0 - 79 - 26
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fully reci)procnliltng nllionS.

e That the best elements of the present government-industry consultative

mechanism be preserved and improved, especiallv in regard to direct

and continuing interchange with all policy-:rraking elernents - Executive

and Congressional - in the Federal srructure

e That voluntary and mandatory standardizati- -I d product

certification be recognized as vital aspects Of L' - -r: and, thus,

may require appropriate governmental support.
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Comprehended within the Agreement on Trade in Civil Aircraft is a

large number of products with this ISAC's scope. Normally, in aeronautical

applications, these products are of superfici: lly different design but their

operating components are similar or identical to those in domestic use. As

we understand it, however, when incorporated in an airplane the p -)ducts maint:

a discrete aircraft component identity by virtue of the assignment of a specific

part number. Thus, under the Agreement, such identified products would be

traded duty-free between signatories.

ISAC 19 endorses such treatment on these goods for the purposes of

the Agreement. In U. S. implementation, we strongly recommend that new and

separate rate lines be created in the Tariff Schedules of the United States that

recognize the duty-free entry of such unincorporated products destined fo'

aircraft application. Adnrinistratively, the Customs Service should be advised

that such goods must carry a part number and, as a general rule, should be

consigned to aircraft manufacturers, airlines or aircraft repair and general

aviation services.
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The industries represented by ISAC 19 have not, in the past, been

significantly confronted with international trade in counterfeit merchandise.

Nevertheless, we recognize that the possibility exists in the future. Technical

developments of consumer durables within the ISAC scope have rendered

them susceptible to piracy, and thus our goods are potentially candidates for

counterfeiting. Therefore, the code is of interest in the proposed form and

might provide significant and desirable protection.

It is recognized that the code provides protection for trademarks and

trade names but does not, in its present form, project design copyrights or

patents. While piracy of design is of concern to the membership of ISAC 19,

its omission from the code is not an inherent weakness. Patents and copy-

righted designs are protected throughout GATT signatory countries by national

laws; in some degree, other channels are accessible :e manufacturers and/or

importers of legitimate goods to secure recognition of proprietorship and

exclusion or control through licensing of such spurious or pirated merchandise.

Legislation will be needed to implement the code at U. S. ports of entry.

ISAC 19 supports the principle of detention of counterfeit merchandise by custom

authorities upon appropriate complaint by the owner of t'ie trademark and

provision for appeal by the importer. These and subsequent steps allowing

seizure and forfeit of counterfeit merchandise were detailed in the United States

proposal of September 22, 1978 but have not, as yet, gained MTN acceptance.

Nevertheless, the ISAC supports legislative action consistent with the lines
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of the U.S. proposals to the MI'N. Such lcgislative formulaltion is ilc'essarv

and appropriate for U. S. implementation of the proposed code even if not further

defined by the Code itself.

With respect to the proposal to achieve ultimate disposal of counterfeit

merchandise by public auction following removal or obliteration of the trade-

mark identification, there remair the potential for damage to the trademark

owner. Such procedure does not extirpate design piracy and therefore what was

originally counterfeit merchandise may nevertheless retain competitive value;

some prospect of confusion or competition with the genuine product remains.

The ISAC therefore recommends that supporting legislation should not allow

proven counterfeit merchandise to enter normal distribution channels. Such

U. S. supporting legislation will, in the opinion of the ISAC, assist in the ultimate

development of a stronger international code.
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To the extent determinable by the nlnil)ership of ISAC 19. Custloms

Valuation matters in overseas countries related to U. S. exports have not pre-

sented significant barriers to trade within the industries represented by the

committee. Conversely, however, delays in U. S. Customs valuation have had

major impact on imports of consumer electronics. We conclude from this

experience that past U. S. Customs valuation practices, though complex, were

not effective in determining unrealistic import pricing of consumer electronic

products prior to the occurrence of damage to, and in some instances the virtual

annihilation of, U. S. manufacturing. The presently controversial withholding

of appraisal did nothing to repair earlier damage and failed to arrest a declining

position.

In the opinion of the 1SAC, evaluation practices should be predictable,

timely and not widely divergent in monetary effect through selection of alterna-

tive procedures. The proposed code corrects inadequacies and inconsistencies

in U. S. evaluation and presents a sound working base if applied in the same

fashion by our overseas trading partners relative to U. S. exports. The

selection of valuation by a defined hierarchical approach is fully acceptable,

having the attribute of being predictable. The transaction value is clearly the

least contestable and as the first preference in the hierarchical sequence, is

considered appropriate.

In determinirtg value under the first preference method viz: the trans-

action value, the code now defines "assists" which,may be added to the invoice

value to determine the dutiable value. These assists include engineering,



383

2. C. C US'I X)MS VAI,UA 'IION

development, art work, design work and plans and sketches undertallen elsewlhei

than in the country of importation. The ISAC considers this to reflect a potcntian

for increase in what has heretofore been determined as the dutiable value. It

does not however feel that such assists are unreasonable and is prepared to

support the complete package despite this change. As previously applied by

the U. S. Customs in conjunction with TSUS Item 807. 00, this valuation of assists

has been rigorously enforced upon imports to the account of U. S. manufacturers:

similar imports embodying similar assists when entered to the account of non-

manufacturing importers, however, have not we believe received an equally

rigorous scrutiny.

The code as proposed is thus fully acceptable to ISAC 19 and we recomm(

the supportive legislation which is appropriate to it. The Committee, as in its

consideration of the subsidies code, feels strongly that the passage of new legisl:'

tion should not be allowed to influence the disposition of earlier cases which are

still unresolved.

I
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ISAC 19 recognizes the proposed revisions to the GATT to be necessary i'

their coverage of subject matter and acceptable in their content. It is our hope

that Point 2A, Safeguard Action for Development Purposes, through evolution-

ary practice ard subsequent negotiations will provide a framework whereby

LDCs - or, at least, theirr maturing industries - can be brought to graduation

and their permissible restraints to trade eventually eliminated on a scheduled

basis. In respect to Point 3, concerning the management of disputes under GAI''

Articles XXI and XXIII, we are concerned that promptness of settlements and

salutory solutions might be rendered impossible by delay and dilatoriness. But

we also perceive such occurrences to be problems beyond the control of the

United States: as an incentive to others to utilize these procedures in a timely

manner, this ISAC suggests that the Congressional Legislative History of the

MTN trade implementing legislation call for unilateral application of U. S.

statutory remedies such as Section 301 of the Trade Act of 1974 whenever

unwarranted delays defeat the intent of the international process.
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In respect to the Government Procurement Code, tIhis ISAC's concerns

can be succinctly stated:

* Buy-American and similar preferences cover a comparatively small

volume of industry products actually purchased with Federal funds or

with monies coveted by Federal guarantee. Preferences are invoked

in such areas as DOD housing and Veterans Administration hospital

purchases; and, more recently, in housing subsidized by ItD funds.

Exempt froin preferences are much larger product volumes: in the

military post exchanges, and housing purchased (at less than average

interest cha-ges) under government-guaranteed mortgage plans. Con-

versely, among our trading partners, at whatever level of government

the purchasing occurs, central government funding dictates a strict

buy-national preference.

* The Code's threshold of SDRs 150,000 will, on an aggregated basis,

expose the U. S. industries of this ISAC to additional foreign competition

as offshore designs converge with those of the United States to create

an increasingly international marketplace for consumer durables sold

through contract rather than retail channels. By contrast, by reason

of the Code's threshold,its uncertainties of transparency and entity

coverage, we presently foresee little immediate opportunity for

penetration of most offshore markets in compai'able segments.
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e For our products, these government-reiated markets will be additionally

restricted unless concomitant pressure to admit our goods is carried

out in such areas as standards and certification acceptr.bility, import

licensing, ard subsidization. Meanwhile, the enormous privnte sector

U. S. market- already important to foreign suppliers of consumer

electronic goods and small appliances - is becoming increasingly

attractive to those same suppliers of major appliances whose designs

are coming to rival our own.

Matters of coverage by threshold and entity aside, this ISAC believes

the Code's provisions which establish rules for purchasing and procedures for

redress to be excellent. We would hope that future bilateral and multilateral

negotiations will secure market access for our prodricts w!:hre we now see

ourselves patently disbarred. As implementing legislation, we recommend:

* That all entities at Federal or other governmental and purchaser levels

utilizing Federal funds and direct Federal guarantees be brought within

the reach of such preference statutes as the Congress finds proper to

cover in consequence of necessary changes to U. S. law occasioned by

American adherence to the Code. Clearly, the housing, hospital and

Federally-supported retailing fields should be comprehended in such a

d'finltion.

* That the preference be absolute in respect to non-signatory countries.

* That the preference be very high, but that its level and possibilities
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for reduction thereof have sufficient incentive so that non-reciprocati

but signatory countries will benefit upon granting entity coverage under

the Annexes to the Code.

That signatories withholding full transparency in bidding procedures,

non-discrimination and/or dispute settlement benefits be treated

identically to those who fail adequately to reciprocate in matters of

entity coverage.



The consumer durables which are the concern of ISAC 19 are highly

sensitive to import license controls in a great many LDC's. These nations,

for the most part, consider consumer goods to be luxuries to be relegated to

priorities below industrial development, mass transportation and foodstuffs.

Alternatively, licensing is utilized as a motivation to increase local production

of similar goods. We are therefore familiar with pressures upon a national

balance of trade which limit imports in the product categories of our interest.

Experience, however, has shown a propensity on the part of our trading

partners in many LDC's to make plans and commitments that are conditioned

by factors beyond their control. This, in turn, inhibits the U. S. manufacturer

from plannilig suitable products and manufacturing programs for the needs of

these markets. The availability of import licenses has been unpredictable and,

when issued, such licer.ses have proved unusable due to non-availability of

exchange or the application of punitive conditions and unrealistic time schedules.

This code, while it cannot be expected to achieve the elimination of

trade restraining licensing, seeks to establish procedures which will provide

a workable ambient for the conduct of'international trade in product lines which

are so controlled.

ISAC 19 members are therefore in favor of the code. At this time the

U. S. does not require licensing of export or import activities between the U. S.

and GATT signatory nations in relation to products of the industries represented

by the ISAC. Therefore, other than a designation df administrative responsibilit'

2. F. IMIIOIT1 1,1C.'·: hNSING
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no specific legislative action is recommended or appears necessary to ensure U.

compliance with the provisions of the code. For the present and foreseeable

future our industries stand to benefit from this code in relation to our exports.
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Because the Code of Conduct on Safeguard Measures remnnins incomplete

at this review, ISAC 19 cannot provide definitive comment on its provisions

and the interrelationships between its chapters. All three of the missing

chapters are of concern to our industries for the following reasons:

e The controversial proposals in Chapter 4 that would permit "selective"

safeguarding instead of requiring most-favored-nation actions appears

to us to expose the U. S. markets to large and sudden influxes of

imports whenever another large importing market to a major exporting

nation (e. g., Japan or Brazi!) suffers reduced demand through safe-

guarding intervention. Deprived suddenly of amr.ntr outlet for their

goods and faced with production surplus, the exporting manufacturers

would, we believe, turn to the United States where efficient wholesale

and retail distribution systems can and do absorb large quantities of

newly introduced imports.

e The converse, however, is not likely to be the case if a selective

safeguarding action were taken against exports of the United States.

In the product scope of our industries, few exporters have been able

to establish alternative and compensatory marketing channels to the

relatively slow and inefficient distribution systems of other imlporting

countries.

e The related proposals on export restraints, now designated as Chapter 4

bis, provide similarly thorny problems. It may well be argued, for

example, that the informal (and sometimes secret) agreements which



391

2. G. SA F'EGUAII)S

have limited Japanese exports of consumer electronic and electro-

thermionic products to various European countries have served to

redirect excess Japanese production capacity to the U. S. market.

On the other hand, the U. S. preercence for formal arrangements on

selective export restraints typified by Orderly Marketing Agreements

(OhMAs) has proved susceptible to a different type of hazard: the

transborder migration of technological skills and production capacity

from the country under OMA restraint to another but unrestrained

country. The export target, however, remains unchanged.

* That alternative selectivity might be accomplished through an inter-

national cartel for export rest:-aint, 1 to us, begs more questions

than its conceptual terminology contains answers. Given the probable

modus operandi of such a cartel - certainly Lo apportion market shares

among manufacturers, most likely to establish maximum and/or minimumi

prices, perhaps to compensate producers who accept sharply reduced

export volumes - it is difficult to see how, under U. S. antitrust law,

an American importer or an American exporter could participate in

such a scheme without serious risk. For U. S. exporters, especially,

this hazard of antitrust exposure would appear to preclude totally any

market participation in the imports of a safeguarding country - unless

the U. S. Government. offering suitable waivers, were itself a party
1) As suggested by working notes to Chapter 4 bis.
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to the management of the carteL

e Finally, the yet-to-be-written provisions of Chapter 8 which will

confer special benefits upon developing countries appear to be concerned

wholly with degrec.s of self-abnegation on the part of Code signatories

in invoking safeguard measures against LDC products. To an extent,

such practice is doubtless desirable. But the taking of safeguard

measures by developing countries against industrialized nations seems to

hav, eien an overlooked contingency: nowhere does the Code consider

a s'jndard, however relaxed, which will place a measure of discipline

on the LDCs. For, in this ISAC's view of the expcrt prospects for our

own products, as other codes bring other import barriers under firmer

control, it is obvious that developing countries will turn increasingly

to the use of safeguards.

Of the Safeguards Code's written provisions, by contrast, ISAC 19 is

highly approving. The provisions covering domestic procedures are either

similar or identical to U. S. practice.' The international procedures appear

to be proper and necessary. Most particularly, we are hopeful that the Code

will bring both discipline and transparency to a presently murky area of

nationalistic trade practice.

We recognize that, in all probability, little conforming legislation will

be required to briag the applicable U. S. statutes into consonance with the

Code. On the other Land, we are disturbed that U. S. implementing law and
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practice might not differentiate between signatories and non-signatories. The

latter, whether industrialized or developing countries, should not in our

opinion, receive the Code's benefits if they fail to observe the Code's

obligations - which, ipso facto, include submission to surveillance and dispute

settlement requirements. In particular, safeguarding non-signatories should

not be accorded the Code privileges which discourage retaliatory action or

demands for compensation between signatories.

50-151 0 - 79 - 27
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'The Agreement on Technical Barriers to Trade, ir this ISAC's view,

contains an excellent body of provisions. We see much in the Code that might

eventually prove adv intageous to our industries and little - assuming proper

U. S. domestic implementation - that will become burdensome to the American

system of voluntary standards.

In its basic provisions for the formulation of standards and certification

systems, the Agreement establishes procedures which are today's norm for

such domestic standards-making bodies of our industries as the Electronic

Industries Association (EIA) and the Association of Home Appliance Manufacture

(AHAM). Similarly, the Agreement's requirements for unprejudiced testing and

open access to certification systems in behalf of foreign suppliers reflect

existing U. S. legal obligations for voluntary and mandatory systems alike.

On the presumption that the same provisions will now become binding ,po,

other signatory governments and on regional systems to which the U. S. is not a

party, this Agreement affords a potential for expanded industry exports into

national markets where technical regulations, standards and certification

procedures are today manipulated as an unnecessary trade barrier. Further-

morrf in our opinion, the Agreement's encouragement of the adoption of

international standards should:

- impose a salutory discipline on the international bodies responsible

for their development;

- cause a rapid increase in the formulation a'nd issuance of such standards



395

2. Il. S'I'ANDAIRI)S

- accelerate the process of international standards development; and

- improve comprehensiveness and precision in the coverage of standards

and ':ie application of their documents.

In the absence of applicable international standards, as a consequence of the

Agreement we foresee a possibility that developing nations will be led to a

greater acceptance of U. S. national standards, and thereby become better

customel s for our exports.

TOWARD IMPLEMENTATION

Despite our strong approval of the Agreement as an international instru-

ment, in this ISAC's judgment the United States is not governmentally prepared

for its advent. In ti-uth, th._ country does not have a national standards policy,

expressed either legislatively or in regulation. Mandatory standards or

"technical regulations" of the type within the Agreement's coverage are left

essentially to the parochial interests of the issuing Federal agency. Excepting

only a few international treaty bodies engaged in standardization work, the

U. S. Government pays scant attention to and participates even less in inter-

national and regional standards-making. The National Bureau of Standards,

sorely beset by limitations and Iregardless of the often excellent work in its

programs, cannot pass muster within the contemplation of the Agreement as

a central information agency on U. S. standards practice.

If there is any evolving direction of a national policy in voluntary

standards and certification, it is in the hands of the Federal courts, the
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Department of Justice {...d the Federal Trade Commission. Their authorities

are the Sherman and Clayton Acts and the Federal Trade Act. Tlus, the

major constraints and controls on the largest element of what should represent

a distinct U. S. standards policy - as well as its ndmini ' r:ition - are in effect

making such policy a subset of antitrust law. Necessary and proper as the

ISAC believes such activity to be, antitrust focus is too narrow and in most

instances inappropriate to deal with the wide purview of matters that inhere to

standardi zation.

Accordingly, ISAC lC strongly recommends the following as domestic

implementing measures:

c That the relevant procedural requirements for standards-making, testing

and certification bodies, as set forth in the Agreement, be recognized

as preferable in their sufficiency to conflicting regulatory procedures

that might be sought or issued by Federal enforcement agencies.

e That there be established a clearly defined single agency with

administrative authority and responsibility for conducting all activities

pertaining to all U. S. obligations and opportunities under the Agreement;

and that the central informational body mandated by the Agreement be

closely allied or subordinate to the responsible agency.

* That, for U. S. participation in and use of international standards

activity, a programmatic agency with adequate funding be established

for purposes similar to those contemplated by S. 1798 of the 92id Congres
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Specifically, we foresee in the national interest a probable need for

complementary Fedoral funding of voluntary standardization activities

in three important areas: (i) the payment of U. S national dues to

international standards organizations; (ii) contributions to the travel

expenses of U. S. delegates and technical experts to meetings of such

bodies; and (iii) the provision of "seed money" to assist the start-up of

international certification systems in the United States where these

cannot be expected to be instantaneously self-supporting. It should be

noted that most other national governments have provided such funds for

many years in order to assure .adequacy in their countries' participation

in voluntary international standardization activities.

That, given the importance of the voluntary and private sector communitN

in the development and practice of standardization in the United States,

extensive consultation with private sector advisory committees be an

essential ingredient of policy formulation and execution on the part

of the U. S. Government in pursuance of American interests within

the Agreement's coverage.
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Because the major appliance industries within our ISAC's scope are

substantial users of steel in its primary and secondary forms, we note with

considerable interest that an International Steel Committee has been formed

within the framework of the OECD. Recognizing that the international

committee's work is in an early stage, we are pleased that among its com-

mitments is t w, :-. wing statement:

'fq 7steel crisis trade] actions should be inconsistent
%i&.h GATT provisions. " (At Clause 6. A. 1 of the text
j,i the OECD committee's mandate. )

The view is expressed that, under such limitations, competition in steel

supplies to the industry would be maintained - a condition considered to be

of paramount importance to the major appliance segment of the ISAC. At

present, this ISAC has no other comment on the evolving arrangement for

steel.
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The Agreement on Subsidies/Colntervailing Measures together with

the provisions and procedures for its implementation by the United States

carry especial significance to the future economic health of the industries

comprising this ISAC. In a related fashion, the discrepancy between the

Agreement's test of injury by reason of subsidization 1 and th:, of the U. S.

Antidumping Act of 1921 'i9 U. S. C. 160 et seq. ) suggests that American

adh'erence to and conformity with this Agreement should require simultaneously

the revision in our domestic law so that both injury tests are identical The

members of ISAC 19 are aware of the technical problems arising from the

circumstance that the GATT Antidumping Code and the Agreement on Subsidies/

Countervailing Measures are both conjunctive international agreements for

irrplementing Article VI of the General Agreement. Moreover, we are cognizant

of the fact that, after the Kennedy Round, the U. S. failed to implement the GATIJ

Antidumping Code, and that only with the Trade Act of 1974 were the first steps

of statutory conformity introduced into our law.

We recognize certain shortcomings in the GATT Antidumping Code -

notably its lack of firm provision for establishing dumping through the principles

of constructed value. But other provisions of that Code, as revised in the MTN,

are useful: most particularly, in the effort to establish a common test of injury
1) See the Agreement at clauses I. 6. 1 to 9, passim, and the second footnote

to clause I. 2. 1.
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with the Agreement on subsidization. After all, as practices both dumping and

subsidy produce trade effects that are similar or identical in their manifest

unfairness. Thus, although a common test of injury may not be absolutely

essential to determinations of redress against either species of unfair trade

practice, such test is nevertheless extremely desirable for reasons of con-

sistency of adjudication, whether in administrative tribunals or in the courts

under judicial review.

So too, we applaud the determination of the Congress to speed the course

of determination in cases of both subsidy and dumping. Experience in our

industries demonstrates that procedural delays - even if penalties might be

imposed on scme long deferred day - benefit the offender while causing further

injury to the domestic industry. Accordingly, ISAC 19 approves the Agreement

together with the tentative but prospective implementing legislation concerning

both dumping and subsidization. But we enter also a strong caveat:

* The implemeiring legislation, so far as it goes, is almost wholly

defensive. Yet, while the practice of dumping is almost wholly unre-

deeming, the Agreement in Subsidies clearly makes permissible a

number of interventionary practices by governments which have general

usage and competitive effects. Nothing in the U. S. implementing

legislation suggests that this country w-ill accord itself the benefit of

many of these permissions. In short, the legislative package is seriousl'

lacking: it tightens the defense against unfairness in important respects
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but fails ufterly to provide the concomitants of fair but aggressive

exporting by the United States.

APPRAISAL OF THE EXCHANGE OF NEGOTIATED CONCESSIONS

By their agreement to the requirement of a prior determination of injury

before imposition of a countervailing duty, the United States negotiators have

in this ISAC's judgment granted a substantial concession to this country's

trading partners. That most of our Committee members firmly believe the

application and enforcement of the U. S. Countervailing Duty Statute (19 U. S. C.

during the immediate and much of the more distant past to have been arbitrary

and less than diligent, does not mitigate the essential nature of the concession. 2

Heretofore, the United States in the persons of the Congress and the Secretary

of the Treasury has possessed the unilateral authority to determine a counter-

vailable offense, whether injurious or not. The outcome has been situations

in subsidy cases where U. S. action has been delayed beyond the point of

effectiveness or has lapsed completely due to lengthy exploration of causes

beyond the scope of the true injury.

Conversely, this ISAC recognizes that the U. S. negotiators have secured

a number of provisionsr in the Agreement which might afford potential benefits

to the U. S. foreign trade of our industries. Necessarily, the benefits must

2) Subject, of course, to substantive and procedural amendments of the
Statute embodied in the Trade Act of 1974 (P. L. 93-618)
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be labelled "potential" because adherences to the Agreement among the

negotiating nations are prospective in part and national measures, including

those of the United States, remain to be legislated or promulgated, and imple-

mented. Nevertheless, in any effort that seeks to strike a balance on negotiated

concessions which have been given and accepted, the possibilities open to

improvement should be recognized. Assuming that satisfactory implementing

measures are taken, the following features of the Agreement would be beneficial

to those U. S. industries within the scope of our ISAC:

* The flat prohibition against injurious export subsidies on the part of

developed nations, together with the rules for the grndial reduction

and ultimate elimination of such subsidization by signatory developing

countries.

e Elimination of the dual-pricing requirement in GATT rules as a

necessary precondition to defining subsidization (and dumping).

a Expansion of the illustrative list of export subsidies which, together

with the Agreement's requirements for greater transparency and

notification of general and domestic subsidies, could improve the

effectiveness of the (revised) U. S. Statute. As noted below, however,

ISAC 19 has strong reservations on the Code's permissions and pro-

hibitions governing taxation rebates, exemptions and deferrals.

e Recognition and rule covering governmental' subsidies which normally

are not countervailable. The Code's "second track" for defining
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and dealing with these unfair practaces represents a long-needed and

substantial improvement in the obligations for which subsidizing nations

should bear responsibility.

* A well-defined and sufficiently stringent procedure for consultation and

disputes settlement - and, if necessary, retaliation.

* The utilization of an injury test for both countervailing and antidumping

purposes that is less onerous than present requirements of the Ut. S.

Statute or GATT rules.

PRELIMINARY APPROACHES TO U. S. IMPLEMENTATION

In many of the codes which have emerged from the MTN - but especially

in respect to the Subsidies Agreement - it has been this ISAC's perception that I

key to U. S. benefits lies at least as much with domestic implementing mea'sureF

and subsequent U. S. governmental organization and practice as with the texts

of the agreements themselves. Therefore, as domestic implementation steps

to an acceptable and workable Subsidies Agreement in the national interest

as well as the interest of liberalized but fair trade, ISAC 19 recommends:

* That U. S. administrative authority and responsibility within the

Executive Branch for implementing this Code and others should be

constituted and centralized so that trade policy and its execution shall

not be a subordinate function of the agency. In short, trade policy

should not be hostage to other foreign policy considerations.
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X That, in respect to non-signatory countries, no injury test be required

upon invocation of the U. S. law on countervailing duties when their

dutiable imports have been found to be subsidized.

* That the "implementation package" as passed by the Congress declare

unequivocally that no U. S. intention is implied or effected to repeal

the DISC statute.

* That, at very early date and certainly in this Congress, comprehensive

and substantial programs for e'cport assistance to manufacturing should 1

enacted and adquately funded. In particular, our industries need custom(

export credit and other financing loanables appropriate to "short-cycle"

goods; assistance in export product development comr..ensurate with

the costs of export marketing development; the ability of smaller or

narrow product-line manufacturers to utilize overseas sales and service

organizations that are U. S. owned, without antitrust hazard to either

party; aggressive U. S. -to-foreign-government representation wH'ere

import-market subsidies abrade our competitive edge; strong rrpresen-

tations against unfair competition in third-country markets.

e That industry advisory committees, similar in scope and function to

the ISACs but with improved consultative opportunities, be required

adjuncts of the agency or agencies authorized to execute U. S. trade

policy and administer the country's trade relations.

e That the U. S. Antidurnping Act of 1921 be amended so that its

LV
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provisions contain an identical injury test to that contained in the

Subsidies Agreement. Further, that this Act also be amended to conforN

to Article 10(d) of the GATT Anti-Dumping Code, thereby assuring

that a withholding of appraisement after a provisional finding of

dumping be limited to a period no longer than four months.

e That cases and actions currently undergoing determination, litigation

or settlement under presently existing statute and regulations should

be completed under the same law and procedures, regardless of any

changes in law which might evolve from subsequent implementing

legislation and become operative at a later date while such actions

remain unresolved.

THE STATUS OF DISC

At the outset of the MTN, pursuant to Sec. 121(a)(5) of the Trade Act

of 1974 it had been this ISAC's advice that the U. S. negotiators seek a sub-

stantial mitigation or elimination of the trade distorting effects of border

adjustment for indirect taxes. Concomitantly, absent such a resolution of the

border tax distortion, we urged that no concessions be granted by the United Stat

that would or might call into doubt or surrender the benefits to U. S. exporters

derived from utilization of the Domestic International Sales Corporation (DISC).

Revision to border adjustment practices, however, has proved a non-negotiable

subject in the MTN, but the status of the DISC is placed in doubt by the wording

of Note 2 to Paragraph (e) of the Annex to the Agreement. The determination
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of DISC's legality in international law appears to have been deferred to possible

future negotiation on direct taxation practices, the outcome of which is unpre-

dictable. At worst, following implementation of the Agreement, DISC might

be open to direct attack by another signatory under Article VI of GATT.

It should be noted by the Congress that the DISC as a deferral of a

direct tax is the only meaningful U. S. export assistance program of benefit to

the industries of ISAC 19. Conversely the border adjustment process for

indirect taxes on goods intended for export constitutes a major penalty which

must be overcome by the U. S. or other exporter is a- third country. It also

enhances the opportunity of an overseas exporter to enter the U. S. market

where otherwise such goods would be uncompetitive with domestic production.

The U. S. negotiators - partly, it should be said, in recognition of ISAC

advice - have repeatedly assured us that other parties to the MTN do not

interpret the Agreement's provisions to define the DISC automatically as a

countervailable export subsidy, 3 and that nothing in the impleanrnting package t,

be sent to the Congress later in this session will call for DISC's elimination.

Inasmuch as DISC's future thereby depends upon Congressional implementation,

this ISAC urges that (whether in the implementing package or in future trade

3) If DISC is an export subsidy in any form, the subsidy lies in its absence
of an interest cost. Any computation of countervailing duty would thus
depend upon size of a particular exporter's DISC reserve fund and the
profit margin on a particular exported product. ,
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legislation) Congress defends this U. S. export assistance program against

attack by other signatories to the Agreement.
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Throughout the entire period of the MTN the advice of this ISAC in

respect to tariff reduction has emphasized three general points:

* That U. S. concessions should be granted on a quid pro quo basis.

* That, although certain foreign tariff levels have created a number of

specific export handicaps, tariff reduction unaccompanied by significant

easing of non-tariff barriers and discipline in other non-tariff areas

would afford scant benefits to our industries. Thus, we urged con-

sistently that concessions gained and granted must be evaluated in a

total sectoral context of tariffs and non-tariff measures.

* That every effort made to secure tariff reduction should, where applicabl,

carry a requirement that such tariffs be bound.

In regard to the major developed nations and most other developed

countries, the negotiated results accord in the main with our advice and per-

ceived needs. There is, however, major disappointment with the lack of progre:

in these negotiations with the less developed countries, most of whom have highly

restrictive duties against our products and some of whom have utilized these

protective walls (along with other measures) to develop competitive exporting

industries.

It is our appraisal that the following summary fairly states the situation

emerging from the tariff negotiations:

e The Europeans and the Japanese have reduced their tariff rates on the

basis of an approximate parity with the U. S. cuts in our product areas.
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Some anomalies remain, but for the most part there is little meaningful

difference in the rates between countries. Some protection of course

continues to exist because of these rates but no country enjoys an

exceptional advantage.

* Canada has made very substantial concessions in a number of consumer

durables areas, notably in electronics and small appliances. In

consideration of the beleaguered condition of that country's appliance

and electronics industries, Canada's remaining protectionism in our

products should, at most, be viewed as compensatory rather than

exclusionary.

* Australia's major concession lies not in rate reduction but in its

commitment, for the first time, to bind its rates at scheduled GATT

levels. The advantages, here, to the U. S. lie in an evolutiona.:y

prospect: new U. S. export products cannot henceforth be confronted

by suddenly escalated rates which - as has happened often in the past -

close the border against imports in order to favor low volume, relatively

inefficient producers. At the same time, given U. S. initiatives we

foresee some possibilities for near-future bilateral negotiations in

which the trade benefits to this country lie in the sale of consumer goods

especially well adapted to Australian affluence and life styles.

e While almost all U. S. rate levels in our product scope have been reduced

consistent with our advice, we are pleased to note that the tariff on

50-151 0 - 79 - 28
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microwave ovens - though on.y four percent - is unchanged, thereby

retaining some small measure of defense against some questionable

competitive import practices. In the TV area, the existence of an

Orderly Marketing Agreement precluded tariff change.

* At this writing, such LDC tariff concessions as we have seen are

negligible and do not reciprocate most-favored-nation concessions by

the United States. In any event, LDC tariff concessions are worth little

unless accompanied (i) by an LDC commitment to bind conceded rates and

(ii) by country adherence to the non-tariff measures agreements bearing

on the product concerned. We remain hopeful that some LDCs will come

to such agreements after the conclusion of UNCTAD V, but our expecta-

tions are not high.

All in all, then, ISAC 19 views the tariff negotiations package as a

balanced one. We are satisfied with the result.
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ISAC 20 considers non-tariff measures to be of primary

importance. We believe on balance the codes and agreements develope

in these multilateral trade negotiations promote the economic

interest of the United States and provide equity and reciprocity

in the sector represented by ISAC 20. Accordingly we endorse

and urge adoption of the Government Procurement, Subsidies,

Standards, Customs Valuation, Import Licensing Codes and the Aircraf

Agreement and the suggested changes in the framework of the

GATT.

Due to its incomplete state we are unable to comment

substantively on the Safeguards Code. We may wish to comment

when this Code is further along. We are not commenting on

the Counterfeiting and Steel Codes since they do not appear

to be of significant interest to this sector.

The members of ISAC 20 support the expansion of the

GATT r.chanisms to review complaints and to resolve disputes

in a t.mely manner. In order to benefit, however, the

United States must develop and adequately staff an appropriate

organization to direct and oversee these new arrangements.

ISAC 20 believes this organization should have:
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1. OVERALL

- Cabinet level status with. independence of action,

- Sufficient resources to handle its responsibilities
in an expeditious manner,

- Continuing authority to conduct some trade negotiations,
especially in non-tariff areas

- Continuing advisory support from U.S. industry,
agriculture, and labor.
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2.A. AIRCRAFT

ISAC 20 supports the proposed agreement on trade in civil

aircraft as a particularly important contribution to U.S.

economic policy. ISAC 20 finds particularly welcome such

features as achieving agreement on forbidding quantitative

restrictions, reducing import licensing requirements, and

the elimination of offsets, directed purchases, and other

discriminatory inducements.

ISAC 20 supports the Aircraft Agreement as a particularly

effective example of a trade agreement within an industry

sector.
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2. B. COUNTERFEITING

The members of ISAC 20 have considered the Commercial

Counterfeiting Code and believe the matters covered by the

code are not of significant interest to the sector. For

this reason, it does not appear appropriate to report on the

code.
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2.C. CUSTOMS VALUATION

ISAC 20 supports this Code because it believes the

simplification of customs valuation procedures will achieve

significant economic advantages for the United States.

Customs procedures would be simplified through the use of

a system of valuation patterned after existing U.S. concepts which

emphasize the stated value of each transaction rather than some

arbitrarily determined amount. Adoption of this Code will reduce

the delays and difficulties of agreeing on customs value which

presently discourage purchases outside the United States. By

adding certainty to the process of customs valuation,the Code

will facilitate exports and increase the number of jobs in this

country.

The Code also recognizes the economicrealities of transactions

between related parties. It does so by using transaction value as

the primary basis for customs valuation, even if that value

differs from that which would occur if the trar tion was

with unrelated parties.

The Customs Valuation Code establishes a two-level dispute

settlement mechanism: an overall review group under the GATT

Secretariat, and a technical committee under the Brussels-based

Customs Cooperation Council. ISAC 20 believes the latter committee
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2.C. CUSTOMS VALUATION

will provide a powerful incentive to expanded international

trade by ensuring uniformity of customs interpretations from

country to country.
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2.D. GATT FRAMEWORK

The members of ISAC 20 support the new GATT framework

arrangements, particularly those portions that strictly

enforce the rapid assumption of full responsibilities by the

developing nations (LDCs) in exchange for special and differential

treatment. This comment applies especially to the provisions

on safeguards for development purposes which allow the LDC's

to impose import restrictions to encourage infant industries.

However, ISAC 20 is disappointed that a firm timetable for

review and possible modification of these restrictions is notspecifi

in the text. The provisions for "graduation' have special significant

to the members of this ISAC because in this sector the more

advanced LDC's are rapidly becoming competitive.

ISAC 20 also notes with favor that the agreement preserves

the U.S. freedom of action on its Generalized System of

Preferences, in that there is no obligation to extend GSP

beyond its present 10-year term, nor any impediment to

modifying its terms. ISAC 20 welcomes those portions of the

agreement which discourage the present European practice of

extending and maintaining bilateral preferential agreements

with former dependencies.



419

2.D. GATT FRAMEWORK

The framework agreements strengthen existing provisions

regarding notification, consultation, dispute settlement and

surveillance. ISAC 20 believes these modifications are

important to U.S. relations with ot-her developed countries 3 well

with the LDC'e. ISAC 20 hopes that these modifications will go

far towards discouraging present dilatory tactics in the

settlement of disputes and "bending of the rules" to the

disadvantage of the United States.

The framework agreement regarding export control measures

entails a commitment to reconsider "in the near future" the

present GATT rules on export restrictions. Although this

falls short of Section 121(a) (6) of the U.S. Trade Act of

1974, ISAC 20 believes the commitment is important to the

United States as a way of assuring sources of supply in a

world where shortages of basic materials are of increasing

concern.
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2.E. GOVERNMENT PROCUREMENT

ISAC 20 supports the Code as a considerable improvement

over existing foreign government procurement practices. The

Code provides, subject to entity and threshold limitations,

national treatment and nondiscrimination, ex ante publicity,

right to bid, inquiry rights, fair handling of bids, ex post

information, limits on offset and licensing requirements, and

tight dispute settlement procedures.

Although ISAC 20 continues to be interested in substantially

lower thresholds, it understands the reasons for and relunctantly

accepts the relatively high threshold of 150,000 SDR's for

full transparency and other benefits. We concur with the full

retention of Buy American and other U.S. preferences on

transactions below the threshold and in noncovered entities.

We also endorse the provisions in the code which permit

adding entities and re-opening discussions with a view towards

broadening and improving the agreement on the basis of mutual

reciprocity.
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2.F. IMPORT LICENSING

ISAC 20 supports this code as a major step toward

persuading the signatory countries that cumbersome and

discriminatory import licensing procedures are detrimental

to trade.

The licensing code reduces the amount of information

required to support import license applications. This alone

should resolve many current problems. The code also calls

for import licenses to have sufficiently long validity

periods to permit shipment even in the event of normal

commercial delays.

ISAC 20 believes the primary advantage of the licensing

code in stimulating international trade lies in its attempt

to reduce the frustration level that exists in most import

licensing situations.
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2.G. SAFEGUARDS

Although ISAC 20 believes many of the concepts in the

draft code are desirable--transaction openness, selectivity,

proof of injury, establishment of a GATT committee on Safeguards,

etc.--it finds the text of the code insufficiently complete

at this time to warrant a report. ISAC 20 urges that negotiations

be continued in the belief that this code, supported by the

other developed countries, would be in the best interests of

this sector and of the United States.

ISAC 20 may wish to comment on the safeguards code when

a more complete draft becomes available.
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2.H. STANDARDS

ISAC 20 supports adoption of this Code since it would:

(1) facilitate access to foreign markets for virtually all

of this ISAC's products, and (2) discourage future development

of discriminatory product standards and testing and certification

systems which would have an adverse effect on U.S. exports.

In particular the members of ISAC 20 support the following

notable innovations:

1. Encouragement of voluntary international standards.

2. Requirements for performance standards rather than

design standards.

3. Transparency (publication, establishment of a

centralized data base, etc.) which would permit

the United States to provide information and make

suggestions during the formulation and application

of new standards and certification systems.

Under these transparency provisions the legitimacy

of requests for exception could

also be examined; a most desirable feature.

4. Provision for the signatories of the Code to use

their best efforts to achieve compliance by regional,

state, local and private organizations.

5. Establishment of specific dispute settlement procedures.
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2.I. STEEL

The members of ISAC 20 have considered the Steel Agreement

and believe it is not of significant interest to the sector.

For this reason, it does not appear appropriate to report on

the code.
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2. J. SUBSIDIES

The members of ISAC 20 believe that this Code will provide

economic benefits to the United States. We note with satisfaction

that these benefits will accrue only to those countries that

sign the Code and accept its obligations.

ISAC 20 welcomes the definitions and illustrative lists of

export and domestic subsidies contained in the Code and believes

that this will bring a needed degree of commonality into the

practices of the signatory countries. In particular we believe

that the prohibition of subsidized export financing, exchange

risk insurance, and inflation insurance will improve export

opportunities for U.S. firms. We also note with satisfaction

that adherence to the code does not require elimination or

modification of the DISC tax provisions of the United States.

We hope that part will be reflected in the history of the

implementing legislation.

A major U.S. benefit from the Code will be the bringing of

our treatment of code violations into closer harmony with that

of the other signatories. Moreover, the ability to apply quickly

provisional measures before detailed subsidy investigations

are completed should greatly protect U.S. interests.

The members of ISAC 20 recommend that the United States

accept a material injury test and adopt conforming changes in

its anti-dumping legislation. We believe that a common set of subsi
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dumping rules would be in the interest of the United States

and that adoption by other countries of the same rules would

be advantageous to U.S. exporters.

The "serious prejudice" features of the Code should greatly

benefit U.S. exporters by protecting them from unfair import

competition in third countries and from being shut out of various

markets by import substitution schemes. The ability to act

quickly in such circumstances, absent a show of injury,

and the availability of improved dispute settlement procedures

should make these provisions, as well as others in the Code,

most useful to the United States.
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PRELIMINARY TARIFF REPORT

ISAC 20 has reviewed the tariff offers of our major trading partners and

of the United States. Despite several reservations, ISAC 20 believes these

offers will pro-mote the economic interest of the United States and provide

equity and reciprocity in this sector.

The first of our reservations concerns the split by the European

Community of BTN category 9028A into two parts: "TOO", which would receive a

substantial reduction in duty from 13.0 to 7.2%, and "T02", which would

receive an extremely modest reduction from 13.0 to 11.0%. This contrasts with

the U.S. offer to reduce its duty rates on all these products from 10.0 to

4.9%--a greater than formula cut. ISAC 20 is deeply disturbed by the imbalance

that would result from this EC ex-out and the differing duty rates, especially

since the "TO2" category contains many advanced electronic instruments under

development whose U.S. export potential will be adversely affected by the

high EC duty rate. We believe the United States should seek the EC's removal

of its distinction between "TOO" and "TO2" and the application of the 7.2%

rate overall. If the EC persists, we believe the United States should make

a corresponding ex-out and offer a formula cut for "TOO"-type products,

10.0 to 5.8%, and withdraw its offer for "TO2"-type products, retaining the

present 10.0% U.S. duty rates.

The second reservation pertains to the U.S. offer to make additional cuts in

its already low duty rates for X-ray apparatus and X-ray tubes from 3.0 and 2.5%

to 2.5 and 2.1%, respectively. ISAC 20's position has been and continues to be

that U.S. duties on these products should not be reduced unless our major

trading partners agree to adjust their X-ray duty rates to comparable levels.
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This is not the case since the EC has offered to reduce its rates to levels

of 4.6 and 5.8%, depending upon the X-ray product, and Japan to 4.2%. For

this reason, rather than reduce U.S. duties still further, ISAC 20 would wish

see the United States withdraw its offer and retain its duties at the present

rates of 3.0 and 2.5%.

A third reservation concerns optical microscopes. The U.S. offered a

35% duty cut, 7.5% to 4.9%, on these products, while the EC offered only a

5% cut, 10.5% to 10.0%. ISAC 20 asks that another effort be made to secure

an EC formula cut to 6.3%. If this cannot be accomplished, we believe the U.'

should withdraw its offer.

A fourth and final reservation concerns what we believe to be insufficier

U.S. offers of tariff reductions for certain products, e.g., watch cases of

base metal, where, because of apparent inadequate domestic supplies, there is

unavoidable need for imports. We recoummend rectification of conditions such

the extension of tariff negotiating authority which is being considered.

ISAC 20 would like to have seen Australia and New Zealdnd offer

appropriate duty reductions or, failing this, at least offer confirmation tha

By-Law exceptions would be retained. Although neither of these objectives wa

obtained, we do recognize and appreciate the commitment of these two countrie

to bind their offers.

ISAC 20 has not had an opportunity to review the proposed tariff

agreements reached with the LDCs and thus is not able to comment on the suit-

ability of these proposals to the products represented by this ISAC.
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ISAC 20 has two additional concerns relating to the tariff agreements.

One is our hope that the full tariff cuts, except on clocks, can be implemented

as soon as possible and not spread out over an eight-year period. The second

is that under no circumstances should any signatory be permitted at any point

during the staging process to abandon the tariff cuts to which it has agreed.

Finally, wo foar that at some future date some of the signatories I.ny

seek to shift certain commodities from low to high duty categories. It

appears this would be particularly easy to do in the case, for example

BTN 9028A, as discussed above. Continued vigilance by the United States

followed by appropriate protests is essential.
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Report by ISAC 21
Photographic Equipm
and Supplies
Page 1

1. OVERALL

The members of ISAC 21 appreciate the opportunity to submit this

report to the President and the Congress of the United States and to lend

support to the successful conclusion of the current round of multilateral

trade negotiations.

Codes

Our report is based upon the negotiated agreements and codes which

were initialed on April 12, 1979. We generally support the agreements

and codes as l.uted more fully in the individual comments submitted as

part of this report. In our judgment these agreements and codes promote

the economic interest of the United States and provide for equity and

reciprocity within the photographic product sector.

Tariffs

The primary negotiating objective sought by the United States photo-

graphic industry as represented by ISAC 21 has been to obtain tariff parity

for sensitized photographic products within the developed nations of the

world. The accomplishment of this objective requires that Japan reduce

its existing tariffs on photographic films and paper to a level approximately

equivalent to the present United States tariffs on these products. The

Japanese offers annexed to the "Proces Verbal" of April 12, 1979 provide

for reductions which will ultimately bring that nation's bound tariffs to a
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level of 4 percent on color films and paper and to a range of 7-9 percent on

most other films, thus substantially reducing the disparity which exists today.

It is irnp(:rative tlhat the J.apanese reducti;ns he stagitd dlowli in dual

fashion fr'om tile rcates that are currently appli.d rvatlih:, tllan frl'olm the (\A'lr

bound ratis alon(. \VWhile Ct \TT staging is impo, ltant in the long term. tlhe

existing disparity bctwen bound and applicd rates would make a (ATrT only

reduction detrimental to the United States for the first five or six years of the

staging period.

It is our understanding that Japan has agreed unilaterlally to stage its tariff

reductions from curtrelt applied rates beginning in 1980.

Ger.eral

ISA(C 21 strongly supports the establislhmelnt of ongoing public advisory

committees as a continuing step in furthering the long-term comnmecial

int rerst of the United States in wor'ld tradl.

The committee further recognizes that for the agreements and codes to

be effective there must be strong implelnentation and monitoring by the

United States and other signatory nations and increased participation by

countries who have not signed to date. We would be supportive of activity

directed at these objectives.

ISAC 21 would also welcome legislative consideration directed at

ca.'ing United States government impediments to exports.
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2. NONTAR IFF CODES

A. Aircraft

The committee has considered the agreement on trade in civil

aircraft and believes the matters covered by the agreement are not of

significant interest to the sector. For this reason it does not appear

appropriate to report on the agreement.
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2. NONTARIFF CODES

B. Counterfeiting

ISAC 21 recognizes that a code on counrte'feiting has not been finalized,

and therefore a report is net appropriate.

While the subject of commercial counterfeiting is generally not con-

sidered to be a major problem to this sector, we appreciate its importance

and support the work to date. ISAC 21 would reserve final comment until

such time as an appropriate code is developed.
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2. NONTARIFF CODES

C. Customs Valuation

The members of ISAC 21 strongly support the Customs Valuation Code.

The elimination of heretofore arbitrary uplifts in value applicable to products

of our industry should prevent the substitution of an inflated tariff value for

a reduced tariff.

In additicn, the clarifications of related party transactions will greatly

assist in the application of the Code's other provisions.

On balance, this Code is a significant ;tep in reducing a nontariff

barrie r.
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2. NONTARItFF CODES

D. Framework

ISAC 21 supports the fIramework Code. In the long term this Code will

significantly benefit world trade.
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2. NONTARIFF CODES

E. Government Procurement

[SAC 21 supports the Govcrnment Procurement Code.

While the currently established threshold of 150, 000 SD1's precludes

the application of the Code to many photographic contracts, we recognize

that as written it offers major benefits to a large part of United States

industry.
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2. NONTARIFF CODES

F. Import Licensing

'The committee supports the Import Licensing Code.



440

2. NONTARIFF CODIES

G. Safeguards

While thlre is no safeguard code finalizcd at this time, the committee

supports the developmental work to date and the United States objectives.
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2. NONTARIFF CODES

H. Technical Barriers to Trade (Standards)

ISAC 21 strongly suppol'ts the 'rcclnical UBarricers to 'rrade Code.

In the absence of this Code international standardization has the potential

to become a major trade barrier as tariff and other more conventional barriers

are reduced or eliminated.

For the Code to serve the interest of the United States, it is imperative

that the present voluntary standards system be continued with the Federal

government as a participant not a regulator of the system's practices and

developmental processes.
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2. NONTARIFF CODES

i. Steel

The committee has considered the issue of steel and believes the

matters covered by the agreement are not of significant interest to the

sector. For this reason it does not appear appropriate to report on the

agreement.
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2. NONTARIFF CODES

J. Subsidies

ISAC 21 strongly supports the Subsidies and Countervailing Measures

Code.

We are gratified to note that the Code makes no changes in the existing

United States DISC tax provision.
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4. TAlRIFF AGIIIEMI"NTS

Ge:n cral

The tariff agrccment.ts attarhel to t he "l'ruces Vr:,hall" initiale(l oil

April 12, 1979, indicate that there has been substalntial achievement of

the IS(' 21 gnail of tariff parity for the products of this sector all)onug the

major' trading eutitics of the world. O()n a weighted tr'ade basis the tariff

cllts froni the ',\ATT bound rates are favorable with respect to United

States trade withJapan, Unitedl States trade with the 1'EC, and United

States trade with (Canada.

Because of the dlispiroportionatcly high Japanese bound tariffs on

sensitizud goods, the true measure of this sector's achicvement of its

primary objective--tariff parity--may now IJe assessed since it is our

undlcrslandinlg that thi .lJapailesc have agmrcd unilaterally to r.¢l(duce their

tariffs in a dulal staging fashion from the bound rate and simul talleously

from the cur rcnt applied rate beginning in 1980.

The size of tile Japanese market and other factors, such as multinational

access in otherl trading areas, makes the Japanese position pivotal. The

United States government shouctl therefore attempt in every waiy, to seek

assurances from the government of Japan that it will maintain this unilateral

action and will not seek exceptions in the future which would thwart the

intention of this agreement.
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4. TARIFF AGIRErMrNTS

A. Canada

The members of ISAC 21 support the agreement with Canada which

provides for approximate Canadian tariff cuts of 40 percent with reciprocal

cuts by the United States of approximately 27 percent on a weighted trade

basis.
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4. TAn[FF AGRnEEMENTS

B. European Economic Community

The members of [SAC 21 support the agreement with the EEC which

provides for approximate EEC tariff cuts of 42 percent with reciprocal

cuts by the United States of approximately 33 percent on a weighted trade

basis.
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4. TARIFF AGREEMENTS

C. Japan

The members of ISAC 21 support the agreement with Japan which

provides for approximate Japanese tariff cuts of 55 percent with reciprocal

cuts by the United States of approximately 44 percent on a weighted trade

basis.
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4. TARIFF AGREEMENTS

D. Other Developed Countries

ISAC 21 supports the tariff agreements with other developed countries.
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1.A. EYFCUTIVE SUMMARY

ISAC 22 substantially supports the agreements and codes

as notified to the Congress, and, except as noted below,

believe that they significantly "promote the economic

interests of the United States" and "provide for equity and

reciprocity within the sector".

Disputes:

We recommend that the Resolution of Disputes under all

the codes be made as judicial in nature as practicable,

somewhat in the order of accepted norms of International

Arbitration with adequate fact-finding apparatus.

Government Procurement Code:

As explained in our enclosure on this subject, we believe

that the economic interests of the United States as well as

equity and reciprocity within the sector require that the

Buy American protection in this ISAC's area continue in their

present posture of denying our trading partners access to selected

U. S. Government entities until they make trade with their PTT

entities available to U. S. companies. We support the continua-

tion, on the grounds ot national security, of Buy American preference

for the U. S. telecommunications industry in purchases by defense

related agencies.

Safeguards:

Although we support what has been notified on this Code

lack of final agreement in areas such as selectivity and

treatment of developing countries makes it necessary for us

to withhold further comment fol the present.
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1.A. EXECUTIVE SUMMARY

Subsidies:

We support the proposed code with a caveat, as noted

above, that we would feel more comfortable with an improved

* 3putes procedure.

GATT Framework:

We are in support of the GATT Framework modifications.

In addition, however, our enclosed report on this'sub:ject

recommends an Office-of-the-President entity to take

responsibility for implementing the basic GATT agreement and

the treaty obligations and opportunities arising from the

current round of negotiations.

The ::SAC commends the STR for its careful attention to

our suggestions and its significant accomplishments in this

round of tariff and trade negotiations.
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2.A. AIRCRAFT

ISAC 22 has vital interests in respect to the avionics

content of aircraft to be covered by this agreement and

therefore reserves the right to express its views when such

agreement is finalized.

As it is now our clear understanding that all and

other electronic equipment normal to the operation and

maintenance of civil aircraft we enthusiastically support

the agreement and recommend its acceptance.
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2.B. COMMERCIAL COUNTERFEITING

The Committee has considered the issue of commercial

counterfeiting and believes the matters covered by the code

are not of significant interest to the sector. For this

reason, it does not appear appropriate to report on the code.

The members reserve the right to reconsider this opinion at

such time as the ISAC prepares its final report under Section

135 (e) (1).
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2 .n. FRAMEWORK

U. S. IMPLEMENTATION OF GATT

ISAC 22 substantially supports the Framework Agreements

notified to the Congress, under the provisions of the Trade

Act of 1974, on January 4, 1979, and excepted as noted below

believes that the agreements "promote the economic interest

of the United States" and "provide for equity and reciprocity

within the sector."

ISAC 22 supports the action of the Codes to expand the

powers of GATT to investigate complaints and to resolve

disputes in an orderly and expeditious manner. It notes that

these new precedures will bring its member governments

significant new obligations in support of GATT.

The ISAC is pleased that there is now a provision for

LDCs to become reclassified as DCs through graduation. The

procedure should,however, be definitized with specifics

so that an LDC will definitely become a DC when it reaches

a certain point in Lts economic development. Abuse will

continue until there is such a rule.

We commend that the Congress expand the duties of the

STR to include the administration of the GATT Codes and rename

it as the "U. S. International Trade Agency, Executive Office

of the President" (not to replace the International Trade

Commission). It should have the following characteristics:

Independence of action to pursue U. S. lcnq-term

economic and commercial interests
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2. n. FRAM.EWnRK

U. S. IMPLEMENTATION OF GATT

Adequate resources to support a talented permanent

full time staff, headed by an official of Cabinet

rank

Provision for an industry advisory structure

A charter than provides for expeditious action.

Authority to negotiate trade agreements



456

2.E. GOVERNMENT PROCUREMENT

ISAC 22 substantially supports the Government Procurement

Code and, except as noted below believes that the code "promotes

the economic interest of the United States" and "provides for

equity and reciprocity within the sector."

SUMMARY

ISAC 22's primary concern is the limited entity coverage

offered by othernations, especially, in telecommunications.

In view of the evidence that other nations will not in

the foreseeable future give access to their PTT and other

telecommunications markets, we believe that the Congress should

by resolution discourage purchase of off-shore equipment by

U. S. Federal-and state-regulated telecommunications utilities,

subject to opening of other national markets reciprocally to

U. S. suppliers. Nothing herein is intended to supplant

bilateral agreements with any nation.

DETAILS

Specifically, the EEC has exempted all of its Post and

Telegraph administrations (PTTs which own and operate all the

telephone systems). Although, there are rumored to be changes,

Japai has exempted the Nippon Telephone and Telegraph Company

(NTT). At present, these and their suppliers are, by far,

the principal potential markets for our products. Only

Sweden and Switzerland are offering their PTTs. To counter,

or balance, these reservations by the EEC and Japan, the U. S.

has withdrawn from its offer coverage of the Department of

'Eneray, the Department of Transportation, the Corps of
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2.E. GOVERNMENT PROCUREMENT

Engineers, TVA, the Bureau of Reclamation, and GSA (for

telecommunications only). This brings the U. S. overall

offer of coverage to about $12.5 billion versus $11 billion

for the EEC and $4 billion for Japan--no gain for our particular

industries but probably no loss in the U. S. market either.

The STP negotiators, the DOD itself and the Congress must

try to ensure that DOC achieves, within the limits of national

security interests, a balance for U. S. industry in what it

gives away to foreign suppliers in MOUs, such as that with

the U. K. or other offset agreements, versus what U. S.

industry receives in return in otherwise unattainable business

opportunities.

We believe the code, designed to discourage discrimi-

nation against foreign suppliers at all stages of procurement

process, accomplisheds its objectives by inclusion of specific

rules covering the drafting of specifications, advance publicity

of tenders, restriction- in the use of single tendering, time

allowed for bidding, supplier qualification, right of all

potential suppliers to bid, opening and evaluation of tenders,

awarding of contracts, requirements for ex-post facto information,

and procedures for hearing and reviewing protests.

We are pleased that the final plan is responsive to our

request that there be only a single threshold, and that the

U. S. continue to retain Buy American for non-covered

procurements.
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2.E. GOVF.PWi4EIMT PROCUREMENT

IMPLEMENTATION

U. S. - As we see it the agreement will not require

significant changes in current 11. S. procurement procedures.

FOREIGN - Significant changes in procurement practices

will be required of all foreign signatories to insure

transparency and non-discrimination.

CONCLUS ION

The proposed code's coverage constitutes what should

be a real beginning to the opening of government markets.

This ISAC recognizes a legitimate concern on the part

of all countries that they maintain a strong internal

telecommunications design and manufacturing capability.

Therefore, we endorse, and strongly support the exclusion

of departments of defense telecommunications from the

Government Procurement Code on the grounds of national

security of the signatories to the treaty, and recommend

that all telecommunications systems, equipment and components

be excluded from coverage of the Code except upon the basis

of bilateral negotiations.
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2.F. IMPORT LICENSING

ISAC 22 supports the import licensing code as it is

currently written, as notified to the Congress, under the

provision of the Trade Act of 1974 and believes that the

agreement "promotes the economic interest of the United

States" and "provides for equity and reciprocity within

the sector."
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2.G. rAFFGUARnS

ISAC 22 substantially supports the Safeguard Code, and

except as noted below, believes that the code "promotes

the economic interest of the united States and provides for

equity and reciprocity within the sector."

Since the Key issues of this code: the nature cc safe-

guard action, use of export restraints, and special benefits

for developing countries are still unresolved, our comments

must At present be limited. However, TFAC 22 in general

supports the concept of selectivity in restricting imports,

.-ather than 'FN treatment. It also, while preferring the use

of tariffs, sees certain advantages to orderly marketing

agreements, but will reserve further observations until the

language of Chanter 4 (his) is made available.

The section of the agreement of developing countries,

Chapter 8, as outlined in the summary document, appears to

offer a reasonable approach to this difficult problem. Remarks

on substance, again, must he withheld until a fulltext is given

us. le su urge here that thought be given to methods of

identifying the stages in development and t-e point or points

at which a developing country can be said to have become one

of the developed nations. It would he more definitive to

indentify for developing countries ther product line or item,

and to provide them special consideration only to the point, that

their trade becomes a significant percentage of world production

of these items.
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2. G. Slr GUA.7DS

In Chapter 6, relating to Surveillance and Dispute

Settlement, Footnote 3, on page 17 gives ISAC 22 some

concern. It is our view in this code as in the others, that

industry input should be a continuing part of these activities

and that a mechanism to institutionalize this relationship

should be part of the enabling legislation.
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2.H. STATEMENT IN SUPPORT OF THE STANDARDS CODE

ISAC 22 substantially supports the Standards Code, and

believes that the code "promotes the economic interest of the

United States" and "provides for equity and recirpocity within

the sector."

ISAC 22 has followed and participated actively in the

development of the standards code. We accept and strongly endorse

the draft of the code sent us under date of December 27, 1978.

This code will establish for the first time a legal basis,

internationally, for the fair and equitable promulgation of

standatdc and certification systems in such manner as to avoid

or minimize their use as barriers to trade. This is very

much in the interests of the foreign trade of the U. S.

Absent this code, the U. S. has been subject to numerous

instances of the discriminatory application of standards and

certification procedures, without a legal basis, i.e., in the

existing GATT treaties, for complaint or redress. The

present code corrects this situation.

Acceptance of this code will require some chances in the

procedures of U. S. governmental and voluntary sector standards-

making bodies. Likewise, changes in the Rules of Procedure

of international standards-making bodies, such as the IEC and

the ISO, will be necessary. However, these can be expeditiously

accommodated with goodwill on all sides, and will be in the

best interests of U. S. foreign trade.

It is probable, in our opinion, that a cooperative body

of government and the voluntary sector in the U. S. will be

necessary to fully meet the obligations of this code.
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2.H. STANDARDS CODE

Members of ISAC 22 have commented directly to hearings

of the STR on the proposals to be included in the implementing

legislation regarding the standards code. Specific recommenda-

tions have been made to most important differences relating

to the proposals regarding international standardization

activities Section E, and resolution of complaints about

standards and certification practices Section ID. Our

recommendations are Sections E "international standardization

activities, change to "Secretary of Commerce should have

responsibility for coordinating interest of the Federal

government and private sector organization for tU. S. participa-

tion in international standardization activities..."

Section F ld change wording to read... "the STR is to

establish a joint committee of the interagency council on

standardization and representatives of the affected

industries to consider ..."

A
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2.I. STEEL

The Committee has considered the issue of steel and

believes the matters covered by the code are not of

significant interest to the sector. For this reason, it

does not appear appropriate to report on the code. The

members reserve the right to reconsider this opinion at

such time as the ISAC prepares its final report under

Section 135 (e) (1).
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2.J. SUBSIDIES

ISAC 22 substantially supports the Subsidies/CVD Code,

and except as noted below, believes that the agreement

"Promotes the economic interest of the United States" and

"provides for equity and reciprocity within the sector."

SUMMARY

The Government Subsidy Code as it currently stands would

help combat foreign government subsidy of exports in:

1. Home Markets

2. Import Substitution

3. Third Countries

Previously, we have had no protection against Import

Substitution (a foreign government subsidy of products for its

home market) or against foreign government subsidies of exports

to a third country. The Code would give us an opportunity to

present violations of either to an International Panel that

would have to reach a decision within 120 days.

COMMENTS

The Code's provision for Home Market protection against

foreign government subsidy requires an injury test. On the

other hand, under the Code if an industry files a ;omplaint

a tentative duty can be imposed.
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2 J. SUBSIDIES

ISAC 22 objected to the following government subsidies and

asked for a remedy.

1. Value added tax rebate on exports and other harder

tax adjustments

2. Government Subsidy of R&D-

3. Export credits and guarantees-

4. Subsidy of nong Term Financing of Fxports-

Although we consider VAT rebate to be important, we

understand that it is not negotiable at this time.

As the language of the Code is quite broad, we are dependent

upon building a case history. If the panels are heavily weighted

with LDC's for example when an LDC is being charged with Subsidy,

it may be difficult to get a favorable judgement.

RECOMMENDATION

We recommend that Government Subsidy of R&D which is in

support of products primarily for export and government

subsidy of preferential financing of exports be included in the

"List of Fxport Subsidies" that are pro ited.

We also recommend tightening the language in order that

panel decisions be judicial in nature. In cave of irreconcilable

dispute, the rules of orderly fact-finding and arbitration

should apply.

We have not yet seen the Domestic Implementing Code and,

therefore, must hold final judgment until it is available.



467

3. TARIFFS

With a few exceptions, ISAC 22 continues to believe that

nontariff measures constitute greater barriers to trade than

do tariffs.

Its members have reviewed the offers of the U. S. and

its major trading partners and concurs with those changes

except for the following items:

-- Semiconductors. The fact that the EC has failed to

reduce its 17% tariff is unacceptable for the long

term. The U. S. must pursue this bilaterally on a

high priority basis.

-- Mobile Radio Transmitter-Receivers. The ISAC

specifically asked that the U. S. duty be retained

at 6%. It has been reduced the maximum amount to

2.4%.

-- Staging. U. S. reduction should be staged in exactly

the same scale and proportionally to the net effective

applied rates of our trading partners.
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EC-EFTA RULES OF ORIGIN

ISAC 22 devoted a considerable portion of its initial

Advisory Report to the EC-EFTA Rules of Origina which

discriminate against all non-European products -- especially

semiconductors.

The alternate rules will bring substantial relief to U. S.

exporters of parts as the Europeans equipment manufacturers may

have up to 30% of the value of his product in non-origin parts.

The 30% alternate rule which will be applicable to

semiconductors remains highly discriminatory and is unsatisfactory.

The protectionist measures of high duty rates and discriminatory

rules of origin are tantamont to subsidization of the semiconductor

industry within EEC. If the European semiconductor industry is to

grow and compare favorably with the rest of the world, it must

do so on a fully competitive basis. Further discussions toward

the objective of a 50% rather than a 30% rule of origin are urgently

recommended.
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1 - NTEM CODES, TARIFF PROPOSALS.
OVERVIEW AND LEGISLATION RECOMMEEIDATIONS

ISAC #23 Committee understanding of the various

Nontariff Codes is reflected under Section 2 of this report,

and as such they are endorsed to the Congress with the

following comments for Implementation Legislation.

(a) Whilst we appreciate the difficulties involved

in the task of negotiating the various Codes and

interaction thereof, so as to ensure viable interna-

tional documentation, the omissions and lack of

specific language in regard to the preferences

being afforded Less Developed Countries, together

with the absence of a clean outline of the grad-

uation process for Industries of such Less

Developed Countries, are considered evasive and

therefore potentially dangerous to United States

Industry. Therefore, it is strongly recommended

that: U.S. Implementation Legislation should

contain very precise and clear language as to the

monitoring process to be employed by the responsible

U.S. Government Agency for L.D.C.'s preferences,

together with actions to be taken by such Agency

upon the claim of injury by a U.S. industry, together

with strict timetables to prevent inefficiencies or

delays in the review process to correct any unfair

actions that may arise.

OR
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(b) In the event that the foregoing is considered

impractical at this juncture, we recommend that

legislation provide for a requirement on the

U.S. Government agency charged with the admin-

istration and monitoring of these Nontariff Codes

to present to Congress within 12 months, documenta-

tion outlining the procedures and measurements

to be employed in regard to graduation of LDC's

on an Industry by Industry basis. In addition

official publication on a timely basis should be

made by such U.S. agency of those countries to be

treated as LDC's together with their Industries

so graduated.

We strongly recommend that the Implementing Leg-

islation not disturb the current status of the

U.S. DISC.

(c) It is our considered opinion that any Legislation

should provide for clear and efficient administration

and vigorous enforcement of all codes viz --

Customs Valuation
Framework (GATT)
Government Procurement
Licensing
Safeguards
Standards
Subsidies and Countervailing Duties
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'd) ISAC 23 is greatly concerned with the interpreta-

tion and differences in the classifications of

BTN and TSUS commodity descriptions and item

numbers. It is considered axiomatic that any

valuation system for customs purposes have broad

International acceptance. To this end there must

be a readily identifiable classification of like.

items between countries. The present classifica-

tions, which are open to interpretation, leave

much to be desired and can present loopholes or

discrimination. We recommend, therefore, that

any implementing legislation provide for harmon-

ization between the two systems - i.e., BTN and

TSUS -- within a period of 18 (eighteen) months.

ISAC 23 has based this Report on the Codes, Documents,

and memorandum received by its members through April 18, 1979,

and dated through April 6, 1979. ISAC 23 reserves the right

to submit additional comments on Nontariff Codes and Tariff

matters if its members receive information or materials in

the future from the STR or Commerce Staff that make any

material change in the documents and/or information received

to date.
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Finally, we wish to acknowledge the efforts, guidance

and counsel offered the Committee by the fine STR and Commerce

Staff members who have been untiring and patient throughout

the many months of dealing with Industry Sector Advisors,

and hope for provision in the legislation by Congress for

suitable continuing dialogue.
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O . IAlRIFF CODES

2.A AIRCRAFT

The Committee has reviewed the issue of Aircraft.

The matters covered by the Code are not of significant

interest to ISAC 23. For this reason, it does not appear

appropriate for ISAC 23 to report on the Code.
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2. NONTARIFF CODES

2.B. COUNTERFEITING

The Committee hns reviewed the issue of Commercial

Counterfeiting. The matters covered by the Code are not

of significant interest to ISAC #23. For this reason,

it does not appear appropriate for ISAC #23 to report on

the Code.
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2.C. CUSTOtMS VALUATION

Summary of Understanding:

The code sets out five methods--one primary and four

secondary--for determining customs value. The first is to

oe used in all cases unless a valid customs value cannot

-e found. In such cases the second method is used. If

this fails the third--then the fourth and/or fifth method.

If it is impcmsible to determine value under any of the

five methods, value will be determined using reasonable

neans consistent with the principles of the Code and

.rticle VII of the GATT.

1. The primary method specifies that customs value

-shall be the transactions value ot the imported goods, e.g.,

ctual price paid or payable plus certali. costs, charges

nd expenses incurred with respect to the goods. Examples

?re commissions. brokerage fees, container costs, royalties

-nd tangible assists. Assists are assets furnished at no

cost or at reduced costs, such as components, tools, dies,

designs, art work, .tc.

2. The second method applies the customs value as that

af the transaction value of identical goods for export to

the same country at or about the same time.

3. The third method is the same as two above except

the value is applied to similar goods.
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2.C. CUSTOMS VALUATION

4. The fourth method bases customs value on the unit

value at which identical or similar goods are resold. From

the price, deductions are made for such elements as profit,

general expenses, cost of transportation, insurance, etc.

Thus, this value starts with the resale price and deducts

all elements of value that have been added after the goods

have been imported.

5. The fifth method is based on computed value whicn

consists of material and manufacturing costs, profits and

expenses. This method relies heavily on the cooperation

of producers of the imported goods.

Comments:

ISAC 23 supportr the "TRANSACTION VALUE" concept,

recognizing that there are difficulties in identifying that

value, but are concerned that the problem of classification

has not been addressed in the code. We recommend a strong

effort be made by the U.S. Government t- address this mattcr

through an appropriate international body.
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2.C. CUSTOMS VALUATION

4. The fourth method bases customs value on the unit

value at which identical or similar goods are resold. From

the price, deductions are made for such elements as profit,

general expenses, cost of transportation, insurance, etc.

Thus, this value star.s with the resale price and deducts

all elements of value that have been added after the goods

have been imported.

5. The fifth method is based on computed value which

consists of material and manufacturing costs, profits and

expenses. This method relies heavily on the cooperation

of producers of the imported goods.

Comments:

ISAC 23 supports the "TRANSACTION VALUE" concept,

recognizing that. there are difficulties in identifying that

value, but are concerned that the problem of classification

has not been addressed in the code. We recommend a strung

effort be made by the U.S. Government to address this matter

through an appropriate international body.



479

2.D. FRAMEWORK

S:;mmnrv of Understanding:

A. Enabling Clause/Reciprocity/Graduation

Enabling Clause. Provides a legal basis by which DC's

may extend differential and more favorable treatment to LDC's

on a non-MFN basis. The agreement does not obligate DC's to

extend this treatment. It is explicitly stated that special

treatment should be provided so as to respond to countries

development needs and not to adversely affect trade flows.

It is also stated that special measures should be modified

as development needs of the LD 's change.

Reciprocity. The agreement containsrecognition by

DC's that they do not expect full reciprocity (that is,

contributions inconsistent with development needs) from LDCs

for commitments made to LDCs by DC's in future trade

negotiations.

Graduation. The agreement containsso-called graduation

provisions whereby LDC's would accept greater obligations

under the GATT as their economic situations improve, but

the provisions are considered vague and inconclusive and

thereby offer opportunities for abuse.

B. Trade Measures Taken for Balance of Payments Purposes

Preamble

The preamble of this agreement contains a number of

important points, including (1) recognition that; trade measures
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2.D. FRAMEWORK

alre generally inefficient means of dealing with balance of

payments problems, (2) recognition that price measures such

as surcharges have been used for balance of payments purposes,

(3) reaffirmation that such measures should not be used in

order to protect a particular industry or sector, and (4) recognition

that DC's should avoid the use of trade measures for balance

of payments purposes.

Use of Surcharges and Other "Price" Measures. Signatories

have pledged when taking restrictive import measures to give

preference to measures which have the least disruptive effects

on trade.

Notification, Consultation. The agreement contains explicit

mention of the obligation of contracting parties to notify

their use of import measures taken for balance of payments

purposes. Furthermore, all measures will be subject to

consultation.

C. Safeguard Action for Development Purposes

This agreement broadens the provisions in Article XVIII of

the GATT which provides the LDC's may restrict their imports in

order to promote economic development. The agreement

recognizes that the use of such safeguard measures to

promote development of new or modification or extension of

existing production struct\i es may be necessary for
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2.D. FRAIEMORK

LDC's to achieve their economic development

goals. Furthermore, the agreement gives LC.'s

the right to take such measures on an immediate but provisional

basis in emergency situations following notification of the

action.

D. Dispute Settlement

The dispute settlement text seeks to ensure an effective

and objective process for resolving all GATT-related disputes.

E. Understanding Regarding Export Control Measures

Contracting parties have recognized in the agreement on

export controls that existing rules in the General Agreement

which apply to both export and import restraints should be

assessed on a priority basis in the context of the existing

international trading system in the post-MTN period.

Comments:

A. ISAC 23 considers the Framework code to be the major

factor for implementation of the other codes.

B. ISAC 23 accepts the final Framework code as signed by

the United States and its major trading partners -- with

the understanding that its recommendations concerning the

treatment of "Graduation" in the implementing legislation will

be given proper consideration.
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2.E. GOVERNMENT PROCUREMENT CODE

The Government procurement code is a detailed and

comprehensive document setting out specific rules and

procedures to be followed in purchasing practices. The Code

is based on the principles of national treatment (Code

signatories accorded same treatment as domestic products

and suppliers) and non-discrimination (any benefit accorded

one signatory will be given to all other signatories).

Benefits and obligations under the Code will accrue only to

countries which subscribe to the Code.

Comments:

Rules and procedures as set forth by the current draft

of the Government Procurement Code, if adequately (vigorously)

enforced, should satisfy the needs and concerns of railroad

equipment and miscellaneous transportation equipment suppliers.
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2.F. IMPORT LICENSI.4G

Summary of Understanding:

ISAC 23 believes that products traded are frequently

subject to needless bureaucratic delays as e result of

cumbersome import licensing systems. As it relates to

Less Developed Countries we believe the abuses are wide-

spread. We support the concept that a simplification of

procedures on import licensing is needed.

The code deals with the administration of import licens-

ing procedures, rather than with the existence or extent

of quantitative import restrictions. The general provisions

formula provides for rules governing procedures for sub-

mission of application, and for simplification of procedures.

It provides that:

1. No application is to be refused for minor documenta-

tion errors.

2. They are not to be refused for minor variations in

value, quantity or weight.

3. Automatic licensing systems (those granted freely)

will be dropped when the reason for their introduc-

tion no longer exists. They are to be granted

immediately--or within 10 working days.

4. Non-automatic licensing provisions require that the

governments publish information on quotas, and they

must not prevent any person, firm or institution to

apply.
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2.F. IMPORT LICENSING

Comments:

ISAC 23 regrets that the code does not address the

problem of quantitative restrictions that inhibit the

expansion of trade among nations.
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2.G. SAFEGUARDS

Summa,:y of Understanding:

Import Safeguards is one of the most important and

controversial codes. "Safeguards" include, but are not

limited to, such actions as temporary import restrictions

intended to give a domestic industry in an importing

country time to adjust to world trade competition.

GATT Article XIX already provides an international

procedure for handling cases where it is deemed necessary

to restrict imports of particular products in order to afford

domestic producers temporary relief from injurious import

competition--but Article XIX has not been used principally

because of retaliatory provisions.

Accordingly, in Section 121(a)(2) of the Trade Act of

1974 the United States Congress instructed the President to

seek a major revision of Article XIX in order to form a truly

international safeguard procedures which takes into account

all forms of import restraints that countries can and will

use in response to injurious competition or the threat of

such competition.

It is ISAC 23's understanding that the draft code on

Safeguards is intended to carry out the instructions of the

United States Congress as contained in Section 121(a)(2) of

the Trade Act of 1974.
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2.G. SAFEGUARDS

Comments:

ISAC 23 feels that the Safeguards Code. is of substantial

economic importance to the United States, and should be

finalized and signed by the United States, its major trading

partners, and the primary LDC's, as soon as possible.
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2.H. STANDARDS

Summary of Understanding:

In developing and enforcing technical standards and

regulations, including testing, marking, labelling and

certification requirements, the United States and its

trading partners will assume obligations under this Code to

bring government standards into line with internationally

accepted rules.

The code stresses that governments will ensure that

their technical standards and/or regulations are not applied

in such a way as to create obstacles to international trade.

In addition, the code provides that imports "shall be

accorded treatment no less favorable" than domestic products

subject to the same technical standards, with the under-

standing that "sp~_ ial and differential treatment" must be

allowed for developing countries.

Comment:

ISAC 23 supports the provisions of the code on standards.
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2. NONTARIFF CODES

2.I. STEEL

The Committee has reviewed the issue of steel. The

mrtters covered by the Code are not of significant

interest to ISAC #23. For this reason, it does not appear

appropriate for ISAC #23 to report on the Code.
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2.J. SUBSIDIES

The Code spells out rules on how the U.S. and other

nations should deal with all future problems resulting from

the use of direct and indirect government subsidies.

It is noted that the Code does not attempt to ban

the use of subsidies entirely but provides that each country

will "seek to avoid" injuring other nations and their

industries through the use of export bounties and other types

of subsidies.

The Code establishes detailed procedures for conciliation

dispute settlement and authorized countermeasures when one

co 'ntry decides such measures are necessary.

In imposing countervailing duties to offset foreign

government subsidies, the draft requires all countries to

consider "simultaneously" the technical issues involved in

foreign government subsidies and their injury to domestic

industries.

The Code also specifies that the penalty (counter-

vailing duties) will not be imposed in an amount in excess

of the subsidy, might be withheld if agreement is reached to

eliminate the subsidy, and if imposed, will remain in force

only so long as necessary to counteract the subsidy.

ISAC #23 was informed that the code excludes the U.S.

DISC as an item subject to international negotiations.
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2.J. SUBSIDIES

Comments:

ISAC 23 feels that the Code covering Subsidies and

Countervailing Measures will be of substantial economic

importance to the United States, and endorses the Code

and the implementation proposal on the agreement on

antidumping.
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3. Tariff Agreements

ISAC 23 accepts the tariff agreements signed to date,

subject to the following request (item 1 below), and comments,

with the understanding that Tariff Agreements have not yet

been concluded and/or signed between the U.S. and some of its

trading partners.

1. The United States Railroad Equipment Industry can not

accept the current Canadian offer on railroad equipment.

Since Canada has revised its original tariff reduction

offers for railroad equipment (TSUS *690-BTN #86) as a result

of the United States Surface Transportation Act of 1978, it is

requested that t United States withdraw its offers to Canada

to reduce tariffs on railroad equipment (TSUS #690).

2. The United States Bicycle Manufacturing Industry is

import-sensitive, and as a result the following TSUS items

have been placed on the Exception List, as per the Tariff

Agreements signed to date: 732.06, 732.10, 732.12, 732.18,

732.24 and 732.26.

The above items should remain on the U.S. Exception List

relative to all Tariff Agreements still being negotiated, or

as yet not signed.

As concerns the offers made by our trading partners, and

agreed to by the United States - the bicycle manufacturers

accept the offers on complete bicycles and bicycle parts made
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(and accepted) by Japan and Canada. However, it is noted

that no substantial progress has been made in lowering the

high tariffs on complete bicycles maintained by the rest of

our major trading partners - with specific reference to the

EC - thereby keeping pressure on the U.S. market, which has

the lowest tariffs on complete bicyc:les, except for Japan.

3. The Domestic Bicycle Parts Manufacturers are dissatisfied

with the offers made for their product. They assert they have

already incurred serious injury from imports and greater

injury will result because U.S. negotiators have reduced the

tariffs on bicycle parts.
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I.A. OVERALL

The aircraft industry supports the package of GATT tariff reductions

and non-tariff measure agreements accepted in Geneva on April 12, 1979. We

believe adoption of the Tokyo Round MTN package is in the best interests of

the United States. On balance, it represents reasonable trade reciprocity

with our major trading partners and provides the best assurance for continued

develor- ' of 'Ifportant U.S. trade interests.

he ' oreement on Trade ir Civil Aircraft is an integral part of the

MTNh N:J'-.. It recognizes the importance and the unique characteristics of

the world's civil aircraft industry. Many of the foreign manufacturers,

airlines and users of general aviation products are government owned. The

international trade problems faced by the industry are thus as unique as the

solutions needed to deal with them. This agreement is a major step towards

protecting U.S. trade interests and promoting fair trade opportunities world-

wide.

Eliminating tariffs on civil aircraft encourages free trade. Ratifi-

cation of the Agreement will demonstrate the willingness of a U.S. high technology

industry to open the market to foreign competition so long as foreign markets

are open to U.S. manufacturers.

The proposed non-tariff agreements, other than the Aircraft Agreement,

are of varying importance to our industry. The Agreements on Subsio .s/Counter-

vailing Measures and on Technical Barriers to Trade are essential; others such

as the Agreement on Commercial Counterfeiting are of less specific importance.

It is the view of the ISAC #24, however, that these nontariff agmeements inter-

relate and should be approved as a package.
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1.A. (continued)

The ISAC also believes that U.S. legislation to implement the Tokyo Round

of agreements and the resolve of the U.S. Government to defend and protect U.S.

interests under the agreements are just as important as the MTN package itself.

For that reason we should like to reserve the option to submit addenda if nec-

essary, as the Administration's proposals on implementation are made available.

In addition, it may be appropriate to enlarge upon the proposals on how best

i: Justry can work together with the U.S. Government to promote our mutual object-

ives and resolve potential disputes -ith our trading partners.
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1.B. BACKGROUND

The aircraft industry has emphasized its uniqueness in international

trade. U.S. civil aircraft exports (including aircraft engines and ai;'craft

parts) were valued at better than $5 billion in 1977, and exceeded $7 billion

for 1978. Since comparable imports were valued at less than $1 billion, civil

aircraft international trade makes a significant net contribution to the na-

tion's balance of trade.

The package of MTN agreements, including the Agreement on Trade in Civil

Aircraft, will provide the following benefits for the U.S. civil aircraft in-

dustry and labor force:

* Adherence to the nontariff agreements, which encourage fair trade

opportunities, will expand worldwide trade in all sectors and thereby

increase the demand for travel and air freight services.

-- The demand for aircraft will increase worldwide,
benefitting U.S. and foreign manufacturers.

-- Business opportunities for U.S. aircraft manu-
facturers will increase as will demand for
omponents from the thousands of U.S. suppliers.

* Better access to domestic markets in major aircraft producing countries

-- All major aircraft producing countries (being
signatories to the Aircraft Agreement) are eli-
minating tariffs on civil aircraft, engines and
on most parts. Tariffs cannot be reimposed (e.g.,
to protect developing aircraft industries) unless
compensating trade concessions are made. Reimpo-
sition on tariffs by signatory nations is considered
highly unlikely. However, in the absence of an
MTN agreement it is possible that the European
and Japanese tariffs on large transport aircraft,
which have been waived, may be reimposed.

-- Aircraft Agreement signatories may no longer require
(or exert unreasonable pressure to assure) that their
national airlines and manufacturers procure nationally
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1.B. (cont'd.)

produced aircraft or components. In the past, such'
policies have been a far greater barrier to U.S. ex-
ports than have the tariffs imposed.

-- Technical standards cannot be used to discriminate
against imports, a particularly important nontariff
discipline in this high technology sector.

-- U.S. component manufacturers will have better access
to subcontracts of foreign airframe and engine manu-
facturers in the absence of tariffs and "buy national"
policies. In particular, they will be able to compete
on the same duty-free basis as European Common Market
component manufacturers do now for EC subcontracts.

Better assurance of competitive access to other foreign markets

-- Foreign competitors cannot offer economic,political
or other inducements nor threaten sanctions in con-
nection with aircraft procurement competitions. In
the past such non-commercial concessions have caused
U.S. companies to lose export orders.

-- Export subsidies, including subsidies in the form of
export credit financing, are prohibited.

-- Domestic subsidies which adversely affect U.S. com-
petitive interests in these markets are to be avoided
(and if they are not, the U.S. has a forum in which
to raise the allegation of an unfair trade practice
and to seek redress).

-- An example of desired and internationally agreed
civil aircraft trade practices (such as a prohi-
bition on Import restrictions) is established,
and nonsignatory governments will be enccuraged
to adhere to such trade practices.

* Fair competition in the U.S. domestic market

-- While U.S. tariffs are eliminated, they have been
relatively small in the past, and not an effective
barrier to imports.

-- Export subsidies (for example, unfair export credit
terms or exchange rate guarantees which are not on
an economically sound basis) are prohibited.
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1.B. (cont'd.)

-- The possible adverse trade effects of domestic subsidy
practices by foreign governments which cause injury to
the U.S. civil aircraft industry, whether in the United
States or in third country markets, are more tightly de-
fined. Injury to U.S. industry in the U.S. market is
subject to well defined countervailing duty procedures.
Injury to U.S. industry in third world markets will be
redressed by a dispute settlement mechanism according
to a pre-established and tightly defined timetable.

-- The U.S. tax deferral provis.ons of the DISC are not
impaired by the Agreement on Subsidies nor the Air-
craft Agreement.

More U.S. job opportunities

-- Foreign governments can no longer require that U.S.
airframe and engine manufacturers grant "mandatory
subcontracting" business to their national compo-
nent manufacturers to offset, in whole or in part,
the purchase cost of civil aircraft. Rather, U.S.
airframe and engine manufacturers are to be free
to base their subcontracting decisions solely on
a competitive price, quality, and delivery basis.

-- A more cooperative trade environment for civil
aircraft lessens the possibility of a major trade
confrontation, which could weaken the demand for
U.S. aircraft. This provides better security for
the more than 200,000 U.S. aerospace workers whose
jobs are directly dependent upon exports. With
strong U.S. participation in expanding world markets,
more U.S. jobs will be directly supported by civil
aircraft exports.
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2.A. AIRCRAFT AGREEMENT

The Agreement on Trade in Civil Aircraft provides an international frame-

work governing conduct of trade among the signatory nations. It represents a

reciprocal commitment to fair trade in civil aircraft; it does not provide a

"won" or "lost" situation. The U.S. civil aircraft industry believes the

agreement, as part of-the MTN package, should be implemented.

Our aircraft manufacturing industry has taken the position that "fair

trade" in aircraft and related equipment will benefit the U.S. industry.

The Aircraft Agreement should serve in large measure to create such a climate

by bringing trade distorting tariff and non-tariff measures under scrutiny

and, to the extent possible, under control. The Agreement and the corre-

sponding U.S. implementing legislation should provide procedures by which

the U.S. manufacturers may challenge practices deemed to be in violation of

the Agreement.

To date, only a limited number of countries -- but most importantly

including Canada, the E.C., Japan, Sweden and the United States -- have

accepted the opportunity to sign the Aircraft Agreement. The industry urges

continuing efforts by the Administration to encourage other aircraft manu-

facturing nations to sign. Towards this end, the U.S. industry believes

that the benefits accruing to the signatories should be restricted to the

signatories.

3y promoting a free and fair trade atmosphere and by avoiding trade

confrontations, the Pgreement will help bolster the competitiveness of U.S.

products and maintain efficiency in an industry particularly important to

the national security.
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2.A. (cont'd.)

The Agreement benefits:

o U.S. airframe and engine manufacturers (for both commercial

and general aviation aircraft) by providing strong disciplines

on particularly troublesome non-tariff trade barriers and by

assuring that they will not have to compete unfairly against

national treasuries of other nations.

* U.S. civil aircraft parts manufacturers by establishing a

climate more Idvorable to their competing for foreign air-

frame and engine subcontracts and by providing that foreign

governments cannot require offset procurement subcontracts

as a condition of sale.

* U.S. aerospace labor by providing a more favorable environ-

ment for U.S. civil aircraft exports -- and a restraint on

possible future use of European and Japanese protectionist

tariffs, as their industries develop products competitive

with U.S. ones.

e U.S. airlines (and hence air travelers) by providing strong

competition, on a commercial basis, which should result in

higher quality, lower priced aircraft.

* Overall U.S. economic interests by opening up export oppor-

tunities for the aerospace sector, the largest net contri-

butor to the U.S. industrial tc.ade balance.
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2.A. (cont'd.)

For the record, however, it should be noted that the Agreement is not

perfect. For example, under the presently negotiated arrangement, there is

no tariff incentive for non-signatories to adhere to the Aircraft Agreement.

The ISAC's objectives regarding zero duty on parts of civil aircraft

were two-fold: (1) to achieve equality of treatment between the United States

and its trading partners and (2) to include duty free coverage of the maximum

possible number of parts. These objectives have, to a large degree, been met;

however many bona fide aircraft parts are currently excluded. The ISAC hopes

that in future revisions of the Agreement the duty-free parts coverage will

be made more complete.

While the Aircraft Agreement addresses many of the non-tariff measures

of concern to the industry and takes the first major step towards bringing non-

tariff barriers (NTBs) under control on an international basis, the NTB re-

strictions are complex and clearly open to a variety of interpretations.

The enabling legislation should include a method of monitoring com-

pliance and responding to actions resulting from the Agreement. Only with

prompt recognition of possible violation of the Agreement can action be taken

to resolve such areas of conflict, thereby building "case law" to flesh out the

international framework for fair trade contained in the Aircraft Agreement.

Industry participation in this process is essential.



502

2.B. COMMERCIAL COUNTERFEITING

ISAC #24 supports the draft Agreement on Commercial Counterfeiting in its

present form. However, as the Agreement is still beinc negotiated, our endorse-

ment is preliminary and subject to change pending the ,in.l outcome of negotia-

tions. Since that Agreement is designed to deal with the counterfeiting of

trademark items, it is of only general interest to the civil aircraft industry.

A far more serious problem for our industry is the detection and elimi-

nation of bogus parts which have been manufactured to standards lower than

those used in producing the original parts. It is not feasible, however,

to detect and intercept such parts through action by the U.S. Customs Service.

The industry is working with industries of other countries that have the same

problem and with appropriate airworthiness authorities tc keep this matter

under control.
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2.C. CUSTOMS VALUATION

ISAC #24 supports the Agreement on Customs Valuation; it should serve as

the basis of a general streamlining of border formal.'ies. The industry should

indirectly benefit from simplified customs procedures because of the stimulative

effect expected on the development of air cargo. Nothing defeats the benefit

of quickly moving high-value cargo by air as completely as do time-consuming

customs formalities.

The industry proposed the elimination from present U.S. Customs practice

of the "assist" concept (whereby the U.S. Customs Service imposes a pro rata

share of the engineering test and tooling costs of parts and components de-

veloped in the United States, but which are manufactured overseas and then

imported). Because of the elimination of duties on aircraft and engines, and

on most parts, the"assist" concept will no longer impact the U.S. civil air-

craft industry. However, the ISAC still feels elimination of the "assist"

concept would be in the best interests of the United States.

2.D. REFORM OF THE INTERNATIONAL TRADING SYSTEM (FRAMEWORK)

In the opinion of ISAC #24, the Agreement on GATT Framework provides a

necessary mechanism to improve further the international trading system. This

MTN round has been an important step toward developing a system for regulating,

on a fair basis, the world's cross-border business. However, provisions for

clarification and expansion of the system to ensure the continued growth in

international trade are needed. This need is particularly important in the

high-technology industries, such as civil aircraft, where new programs,

business associations and methods of conducting trade are continually being
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2.0. (cont'd.)

developed. The dispute settlement mechanism and the relationships, cf

developing countries to the aircraft industry are of Importance.

2.E. GOVERNMENT PROCUREMENT

The Agreement on Government Procurement will not apply to military pro-

curement nor to the purchases of civil aircraft. engines or parts by government-

owned airlines. However, some markets previously closed to U.S. high-technology

industries will be opened by the Agreement.

The Entities listed in the annexes of the Agreement on Government Procure-

ment are a first step toward opening up government controlled markets. Although

the U.S. should hold firm for equity in these lists, it should encourage greater

coverage and assure that U.S. industry is obtaining fair market entry.

The Aircraft Agreement contains language on government-directed procure-

ments which, it is hoped, will eliminate instances of governments directing or

pressuring their airlines -- or other users of civil aircraft or parts -- to

purchase products from any particular source. These provisions go beyond the

provisions of the Government Procurement Agreement, apply to all government

entities and are applicable regardless of the dollar value of the contract.
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2.F. LICENSING

The Agreement on licensing will have little impact on the aircraft in-

dustry, but is deemed to be an improvement to the current international practices

in the area of licensing. The Agreement deals with the administration of import

licensing procedures rather than with the existence or extent of quantitative

import restrictions. The ISAC #24 is in favor of easement of import licensing

procedures and obstructions.

2.G. SAFEGUARDS

The proposed Agreement on Safeguards is still being negotiated. ISAC

#24 reserves its position, but generally endorses an agreement on safeguards.

50-151 0 - 79 - 34
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2.H. TECHNICAL BARRIERS TO TRADE (STANDARDS)

In the opinion of ISAC #24 (Aircraft), the code on Technical Barriers is

a good and fair one, by virtue of proposing the following notable innovations:

1. Transparency (publication of standards and rules of certification
systems, establishment of a centralized data base) which would

permit U.S. suggestions and inputs during the formulation and

application of new standards and certification systems.

2. Provision for signatories (countries and central government

bodies, including the European Economic Community) to use best

efforts to achieve compliance with the code by regional, state,

local and private organizations.

3. Establishment of specific dispute settlement procedures.

4. Requirements for performance standards rather than design standards.

5. Encouragement of the adoption of voluntary international standards.

Permissible exceptions to compliance with the code for reasons such as

national security, health, safety, environment, climate and geography seem

unobjectionable in principle, as the transparency provisions of the code would

allow the legitimacy of such exceptions to be scrutinized.

Adoption of this Agreement would be a major step forward in encouraging

international standards satisfactory to the U.S. industry. In addition, as

the Aircraft Agreement expands coverage of the code to include aircraft cer-

tification requirement and specifications on operating and maintenance proce-

dures, enforcement of the Agreement will help U.S. aerospace exports.



2.H. (cont'd.)

The U.S. aircraft industry develops a large number of standards used

world wide but also builds its products in accordance with certification

rules and standards established by other countries. The foreign competition

does likewise. The industry must continually strive for international agree-

ment especially since certification and standardization problems in the past

have presented trade barriers to U.S. aircraft exports.
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2.J. SUBSIDIES AND COUNTERVAILING DUTIES

ISAC #24 endorses the Agreement on Subsidies and Countervailing Measures,

while recognizing that that Agreement is complex and will certainly iead to

much discussion. It provides an outright prohibition against export subsidies,

encourages discussion of and transparency of domestic subsidies, and provides

for protection against the effect of government subsidies on exports in third

country markets -- all of benefit to the U.S. aircraft industry. However, the

difficulties of differentiating among "subsidies," "loans" and "investments"

in government-owned industries are particularly acute in the civil aircraft

sector, as is the problem of determining whether the use of government re-

search and development funds is a subsidy of a specific program or a legitimate

government investment in furthering the state-of-the-art of aeronautics. Such

concerns are addressed in the Aircraft Agreement, but questions can only be

resolved by timely and candid discussions.

The MTN Subsidies Agreement is a good, but only a first, step in elimi-

nating trade distorting subsidies. It is not a completed task. Of particular

note, the major trading nations must develop a way of dealinq effectively with

the issJe of subsidy provided through export credits. The approach through

the OECD has not been successful to date. The export credit issue has caused

concern in the Congress and is one that must be addressed in the near future.

An U.S. aircraft industry concern is the language of the U.S. implementing

legislation. Rather than developing a "hair trigger" response to alleged sub-

sidies, the ISAC believes candor and judgment are called fur because of the

complex issues involved and the potential for retaliation.
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2.K. ORGANIZATION FOR IMPLEMENTION AND ADMINISTRATION OF THE AIRCRAFT AGREEMENT

A. U.S. Government

The benefits to the United States of the Agreement on Trade in Civil

Aircraft will be a direct function of the effectiveness of the organization

established to administer the Agreement. The same holds true, of course, re-

garding all the Agreements in the MTN package. Actions taken during calendar

year 1980 will be critically important to effective initial implementation of

the Agreements.

For these reasons,the organization established to implement the

Aqreement must have adequate stature, authority, and competence to execute

the program. The concept has been clearly recognized by the Congress, as

evidenced by the introduction of S.377 by Senator Ribicoff and Senator Roth

and of S 891 introduced by Senator Robert Byrd, both of wh~ih would establish

a new cabinet-level Department of International Trade and Investment or of a

Department of Trade.

ISAC #24 strongly supports the concept of an Agency which has the

authority and capability to monitor performance under the Agreement, to take

action in the event of violations, and to negotiate improvements. At the

present time, this should be the Office of the Special Trade Representa-

tive. The work of Ambassador Strauss and his group in coordinating the

government departments and agencies and in taking advantage of the Industry

Sector Advisory Committees has proven the wisdom of assigning such compli-

cated tasks to one properly sized capable team under the leadership of

someone who is not only capable but is personally close to the President

and to other senior policy makers in both the Administra 'n and the Congress.
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B. U.S. Industry

ISAC #24 strongly favors the continuation of an industry advisory

body to support and supplement the U.S.. Government. The other subject that

we would like to stress is the need for the implementing legislation to

set up a strong, flexible system for industry participation in the

monitoring, enforcing, consulting and amending process. If these agreements

are to work, we need strong, authorized industry participation at all times

and at all levels. Our industry believes we should participate primarily

as a sector, but also in the cross-sector discussions on other, more

general Agreements.

The other Signatories to the Aircraft Agreement know our industry

and fully expect it to be a very active partner with the U.S. Government in

the follow-up process. In the same way, we know their aircraft industries.

We respect them, and we are certain that representatives of their industries

will be integral parts of their national teams.
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ANNEX A

Proposed Future improvement
to the Aircraft Agreement

A. U.S. industry has urged the U.S. Government to obtain adherence to the

Aircraft Agreement by these nations. The fact that Most Favored Nation

(MFN) tariff treatment is accorded to all GATT members means that there

is no tariff incentive to sign the Aircraft Agreement. In fact, a dis-

incentive exists in that non-signatories would benefit from zero tariffs

while maintaining import tariff protection for their own internal markets.

U.S. industry urges that STR develop a method by which non-signatories

will be motivated to join the Aircraft Agreement. Possible methods in-

clude a two-tier U.S. duty rate or preferable strong non-tariff measures

which render the U.S. domest market less accessible to non-signatories.

The ISAC suggests that the ability to offer conditional MFN treatment

of tariff concessions may now be appropriate and, in fact, could

stregthen, rather than weaken, the GATT. Changes in the GATT may be

appropriate so that only signatories to specific agreements which pro-

mote fair trade would reap the benefits of such agreements.

B. The list of civil aircraft parts to be afforded duty-free treatment under

the Aircraft Agreement is incomplete. The ISAC believes that the fullest

application of the "end use" criteria should be achieved through future

negotiation efforts with our trading partners.

C. There is a need to identify aircraft, engine and parts coverage under tne

CCCN, the TSUSA and the Canadian tariff schedules so that broad and equi-

valent reductions in tariffs may be achieved by all signatories. The

problems encountered emphasize the need to modernize and standardize coverage.
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PL 93-618 (88 STAT. 1997) Section 135 (d) (1)

The Advisory Committee for Trade Negotiations,
each appropriate policy advisory committee, and
each sector advisory committee, if the sector
which such committee represents is affected, shall
meet at the conclusion of negotiations for each
trade agreement entered into under this Act, to
provide to the President, to Congress, and to
the Special Representative for Trade Negotiations
a report on such agreement. The report of the
Advisory Committee for Trade Negotiations and
each appropriate policy advisory committee shall
include an advisory opinion as to whether and
to what extent the agreement promotes the
economic interests of the United States and
the report of the appropriate sector committee
shall include an advisory opinion as to whether
the agreement provides for equity and reciprocity
within the sector.



ol;5

Table of Contents

Summary ..................................

Nontariff Measure Codes

Subsidies............................

Standards............................

Customs Valuation...................

Government Procurement ..............

Licensing .................

Nontariff Measures Not Covered by Codes..

Results of Tariff Negotiations...........

Page

1

2

6

11

14

17

18

21

. . . .

. . . .

. . . .

. . . .

. . . . . . . .

. . . . . . . .

. . . . . . . .

.. .. . . . .

. . . . . . . .

. . . . . . . .

. . . . . . . .



516

SUMMARY

It is the assessment of the Automotive Industry Sector

Advisory Committee that the agreements concluded in the Multi-

lateral Trade Negotiations constitute some progress toward

equity and reciprocity within the automotive sector. However,

true reciprocity in terms of equality of market access has not

been achieved. The U.S. automotive market remains the most

open of any industrialized automotive producing country.

While disappointed that more progress toward true

reciprocity was not achieved, it is our assessment that the

agreements negotiated in the MTN contain the promise of more

benefits than costs, and that on balance the agreements will

confer a modest net positive effect on the U.S. automotive

equipment industry.

1)
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Subsidies

I. Trade Issue Affecting Automotive Equipment Producers

Governments are becoming increasingly involved in the

actual conduct of commnercial enterprise. Because of the in-

trinsic importance of transportation and because of the size

and economic and social impact of the automotive equipment

industry in many countries, automotive production and trade

decisions outside the United States have increasingly been

subject to the dictates of government social, economic, and

political considerations and less to the forces of market

Government Ownership of Foreign
Motor Vehicle Manufacturers

Country

France

Italy

United
Kingdom

West Germany

Company

Renault

Alfa Romeo

BL (formerly British
Leyland)

Volkswagen

SEAT (joint venture
with Fiat)

ENASA (trucks)

DINA (trucks)

Spain

Mexico

Brazil Fiat

Extent of Govern-
ment Ownership

100%

100%

95%

40% (of which
20% is Fed
eral gover:
ment and 2'
local

34.78%

66.6%

92%

45.3% (local
governmer

Soviet Union AZLK, VAZ, ZIL, ZAZ

2

Spain

100%
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competition. The forms and depth of government participation

vary greatly from country to country and from case to case.

This involvement ranges from governmental subsidization of

essentially privately held and managed firms by fiscal,

industrial, financial and regional policies, through shared

ownership between the government and private sector, to direct

government ownership and management of nationalized industry.

The participation of government in commercial enterprise

is almost always motivated by considerations other than profit.

The objective may be maintaining or expanding employment, or

implementing government mandated changes in the structure of an

economy or society. Government participation almost inevitably

leads to a distortion of the economic forces and financial

parameters which determine producers' costs and prices, and thus

creates the potential for serious distortions of trade flows.

U.S. automotive equipment producers could be placed at a serious

disadvantage in competing with foreign firms backed by the

taxing powers of their governments. This situation can only

result in a growing number of problems and controversies in

international trade, particularly in times of recession.

II. Impact of the Proposed Code on Issue and Automotive

Equipment Producers

Benefits

(1) A more explicit prohibition against export subsidies

than that currently contained in the GATT is defined.

Imports into the United States that have benefitted

from such subsidies may still be subjected to counter-

3



vailing duties without any demonstration of injury by

U.S. producers.

(2) The harmful trade effects that domestic subsidies can

cause are recognized and an effort is made to provide

some discipline over them.

(3) Through the Code's provisions which authorize the im-

position of countermeasures when a subsidy causes

"serious prejudice" to another country's interests, U.S.

firms can combat foreign subsidy practices that

displace their exports to third country markets.

(4) Substantially improved dispute settlement provisions

are provided including strict time limits and the right

to consideration of the issues in dispute by an

independent panel.

(5) Governments must provide upon request information about

their subsidy practices.

(6) Certain developing countries have agreed to phase out

some of their subsidy practices.

Costs

Before the U.S. government can impose countervailing duties

on U.S. imports that have benefitted from other countries'

domestic subsidies, U.S. producers must demonstrate that they

are being injured by these imports.

III. Advisory Opinion on Extent to Which Agreement Provides

for Equity and Reciprocity within the Sector

The subsidies code is clearly the most complex nontariff

measure code and deals with the most difficult, controversial

4
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issue tackled in the MTN because it touches basic aspects of a

country's economic/social/political system. It is our judge-

ment that the code is probably the best result that could have

been achieved in this negotiation, given the divergent interests

of the countries represented at the bargaining table. However,

much of the code is permissive and its ultimate effect on U.S.

economic interests and the balance of equity and reciprocity

the automotive equipment sector will depend upon how the

domestic implementing legislation is drafted, how the code is

administered by the United States and foreign governments, and

how it is interpreted and applied internationally through

decisions and actions of the GATT.

5
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Technical Barriers to Trade (Standards)

I. Trade Issue Affecting Automotive Equipment Producers

The principles contained in the Standards Code address what

is becoming a serious constraint on international trade in motor

vehicles. Because of concerns for improving environmental

quality and reducing deaths and injuries from motor vehicle

accidents, governments in many automotive producing countries set

standards to regulate automotive pollution and vehicle safety

characteristics. When these standards or the certification

systems and test procedures utilized to enforce them differ

among countries, they constrain international trade.

These constraints on international automotive trade may be

an appropriate price to pay to protect public welfare. Different

conditions among countries may well require different types of

standards or require different levels of performance from products

in the same standards area. However, the benefits from expanding

trade justify close cooperation among national standards

setting bodies in international forums to harmonize national

standards whenever possible.

At the present time, prospective demand abroad for motor

vehicles manufactured in the United States is not sufficiently

large to justify the costs of engineering and development to

make special production runs for particular foreign markets.

The economies of scale achieved through mass production are ex-

tremely important in the motor vehicle industry to achieve price

competitiveness. The only alternative in the absence of special

6
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production runs is modifying finished vehicles to conform to

foreign standards. The cost of this "homologation" varies with

the number and complexity of the specific regulations that are

applicable and the specifications of the particular model but

it can quickly uecome prohibitive for the U.S. exporter. In

addition, future standards may so basically affect vehicle

design that modification after production may be impossible.

Even when countries maintain standards that require

manufacturers to achieve different levels of performance in

their products, the compatibility of certification and testing

procedures by itself would reduce the cost and uncertainty of

compliance. The costs of certification and testing are also a

serious trade constraint. For example, if countries require

different leve. f performance, a manufacturer might choose to

design his product to meet the most demanding standard. He

would then be certain to meet all the others. However, if

countries require testing under different conditions and

procedures, the manufacturer must test a number of vehicles

(which may require the destruction of the vehicle) for each of

the different testing conditions and frequently must submit

prototype samples for testing in the country to which the

vehicles will be exported to demonstrate that the product will

comply in all cases. Given the number of standards with which

compliance is required (in the U.S., there are some 40 safety

regulations, in Japan more than 50, and in Europe 41 European-

wide regulations plus additional individual national regulations)

testing becomes expensive and the costs incurred must enter into
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the market price of the final product.

In addition, administrative procedures may also inhibit

trade. Unwarranted delays in government approvals that an

imported product complies with its standards, unjustifiable re-

quests for information irrelevant to the issue of compliance,

and other bureaucratic "red tape" can be as effective a nontariff

measure as discriminatory standards themselves.

While it does not appear to be the case in the automotive

equipment sector at the present time, product standards may of

course be used intentionally to discriminate against imports

and protect domestic industries. The potential for such

unjustifiable abuse of standards setting activity always exists.

II. Impact of the Proposed Code on Issue and Automotive

Equipment Producers

Benefits

(1) For several years U.S. motor vehicle manufacturers (with

the substantial assistance of the Office of the Special

Representative for Trade Negotiations) have attacked

discriminatory and unjustifiably burdensome standards,

certification and testing requirements imposed upon

U.S. motor vehicle exports by the government of Japan.

Many, if not all, of the demands this industry made

upon the Japanese government will become obligations

of governments that adhere to this code. While the

U.S. automotive industry has approached (and resolved

many of) these problems with Japan independently of the

8
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MTN, the ISAC believes the Standards Code will give us

additional leverage in dealing with Japanese and

European certification problems in the future.

(2) Signatories commit themselves to the principle that

standards, certification systems and test procedures

shall not be used for the purpose of creating

obstacles to trade.

(3) Discrimination against imported products in certifica-

tion and testing is prohibited.

(4) Governments are encouraged to adopt standards admin-

istration procedures based upon the manufacturers'

self-certification that their products comply with all

standards. (This is the system utilized by the National

Highway Traffic Safety Administration in the administra-

tion of U.S. motor vehicle safety standards.)

(5) The European Communities is obligated to permit foreign

manufacturers "access" to its regional certification

scheme on terms no less favorable than those accorded

EC manufacturers, including the application of "e"

marks. ("e" marks have been awarded to U.S. motor

vehicle manufacturers in the past but as a matter of

discretion, not obligation).

(6) Signatories must provide a substantial measure of

transparency in the process by which standards are

developed and adopted.

(7) A potentially effective dispute settlement mechanism

is established.

9
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Costs

None.

III. Advisory Opinion on Extent to Which Agreement Provides

for Equity and Reciprocity within the Sector

As a result of the obligations assumed by signatories to

this code, other countries should begin to adopt principles of

due process and transparency that the United States already

embraces. Thus, the code should make substantial progress

toward achieving equity and reciprocity within the automotive

sector. However, whether the Code does become an effective

weapon for U.S. firms to combat discriminatory foreign standards

and certification and testing will depend tc a large extent on

the commitment of the United Stites to vigorously pursue its

rights under the Code and its ability (i.e., the existence of

appropriate administrative resources and organization) to do so.

How much more work remains to be done in future negotiations will

only become apparent with experience with this code.

10
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Customs Valuation

I. Trade Issue Affecting Automotive Equipment Producers

With the substantial reduction by developed countries in the

average level of tariffs on industrial products that is the

result of the several rounds of multilateral tariff negotiations

over the past thirty years, tariff-based restrictions to trade

in most industrial products have become increasingly less

significant. Currently, valuation procedures utilized by

industrial countries are more a nuisance to trade than a major

deterrent. This is not to say, however, that they have no

commercial significance. In the automotive sector, quite small

increments in costs can have a major impact on a company's

competitive position. Thus a relatively minor uplift in customs

valuation can have a competitive impact of much larger relative

proportions.

II. Impact of the Proposed Code on Issue and Automotive

Equipment Producers

Benefits

(1) The rationalization and simplification of customs

valuation methods employed by countries, including the

United States, should reduce a significant nuisance and

irritant, if not a major distortion, to trade in auto-

motive equipment.

(2) The Code is business oriented. The invoice price

("transaction value") of the imported goods would be

used as the basis for valuation in the vast majority

of cases.

11
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(3) The Code should introduce more certainty in valuation

practices* so that U.S. manufacturers can predict

duties payable in foreign countries with a greater

degree of confidence than at present.

(4) The Code will restrain arbitrary actions by government

customs officials.

(5) Where there is a disagreement between a businessman and

customs authorities in a foreign country, the Code

provides for a full range of administrative and judicial

reviews. Presently, such reviews are available only in

the United States.

(6) The current U.S. practice of increasing the dutiable

value of imports to include a share of the "intangible

assists" provided by the importer would be moderated

and rationalized. Intangible assists, e.g. engineering

drawings, research and development support, will be

added to dutiable value only when provided from countries

other than the country of importation.

*The methods currently employed by the U.S. Customs Service in

valuing imported motor vehicles may change as a result of U.S.

adherence to the Code, thus changing the effective rate of

protection on domestically produced vehicles. No precise esti-

mate of the direction or magnitude of this change has been

provided the ISAC; however, government officials indicate any

changes will have only very slight effects on the dutiable

value of imported vehicles.

12
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Costs

None.

III. Advisory Opinion on Extent to Which Agreement Provides

for Equity and Reciprocity within the Sector

The Code, if effectively implemented by its signatories,

would largely eliminate arbitrary practices in customs

valuation thereby promoting more predictability and uniformity

in customs administration among the developed countries of the

world.

While the impact of this code on automotive equipment

producers will depend upon how governments interpret its guide-

lines, particularly concerning related party transactions, we

are satisfied that the Code will result in progress toward

reciprocity and equity in the automotive sector.

While we understand that immediate acceptance of the Code

by developing countries is unlikely, except possibly for one or

two, we hope that, as the Code is implemented by the developed

country signatories, the developing countries also will decide

that adopting an increasingly internationalized practice of

customs valuation is in their best interests as well.

13
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Government Procurement

I. Trade Issue Affecting Automotive Equipment Producers

The rapid growth of government in general has been

fully reflected in its equally rapid growth as a consumer of

manufactured products. Governments are therefore very

substantial customers for many industries. While government

purchases of automotive equipment are not insignificant,

especially for smaller firms in the industry, they are not a

major factor in international trade in this sector and have

little potential for becomming so. For example, in FY 1978,

the U.S. General Services Administration purchased 54,255

vehicles for U.S. government use at a cost of $296 million.

Total domestic production of motor vehicles exceeded 12.5

million in the 1978 model year.

Buy national policies have effectively restricted govern- K
ment procurements to domestic suppliers unless the product3

needed were not produced domestically. This has certainly

been the case with motor vehicles, a product whose national

origin is very much evident. The inherent tendency to want to

purchase goods made in one's own country is extremely difficult

to overcome, particularly when the purchases are to be made by

governmental entities spending revenues generated from national

taxation.

II. Impact of the Propused Code on Issue and Automotive

Equipment Producers

Benefits

(1) The Code may provide greater opportunities than

1's
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currently exist for U.S. automotive equipment

producers to bid on foreign government procurement

contracts.

(2) The Code requires a considerable degree of transparency

in foreign government bidding procedures to give U.S.

firms some confidence that they are competing on a

more equal basis with the domestic firms of the

foreign country. For example, each signatory country

would be required to publish all procurement rules and

regulations, and all bid opportunities covered by the

Code and to establish adequate time frames for the

preparation and submission of bids, award of contracts,

and hearing and review of protests.

Costs

U.S. firms would, for those procurements covered by the

Code, lose the preferences which they now enjoy in bidding on U.S.

government contracts. The general 6 percent "Buy Amrnrica"

preference, the small business 12 percent preference, and the

Department of Defense 50 percent balance of payments deficit

preference would be eliminated for those procurements.

III. Advisory Opinion on Extent to Which Agreement Provides

for Equity and Reciprocity within the Sector

The commitments other governments will have to make by

signing this Code and the obligations they will assume in

adopting more orderly and transparent procurement procedures

may indeed make it more difficult for them to discriminate against

U.S. firms and in favor of domestic suppliers. The ability of

15
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U.S. manufacturers to benefit trom the nondiscriminatory treat-

ment promised by the Code will in great measure depend upon the

effectiveness of U.S. procedures to monitor the actions of

foreign governments under the Code and upon the vigor with which

the U.S. government pursues through the proposed international

dispute settlement mechanism its rights under the Code.

However, notwithstanding these commitments and obligations,

it is inconceivable to us that the government of any major motor

vehicle producing country, with perhaps one exception, would

purchase for its official fleet significant numbers of vehicles

not made within its own borders. That one potential exception

is the government of the United States. Recently, the U.S.

Department of Defense (DOD) effectively ignored its own

procurement guidelines and open bidding procedures to give

preferential treatment to German manufacturers in procuring trucks

valued at $100 million for the use of U.S. troops ir Europe.

The Code, of course, would not preclude any government from

giving foreign firms preferential treatm nt over domestic firms,

as in this DOD procurement case. We cite this case as

justification for our concern about the zeal with which the U.S.

government can be expected to implement this Code in contrast

with the likely performance of other signatories.

16
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Licensing

I. Trade Issue Affecting Automotive Equipment Producers

Products traded internationally are sometimes subject to

needless bureaucratic delays as a result of cumbersome import

licensing systems. Often procedures and documentation necessary

to obtain such licenses are complicated and frequently delay

the clearance of products through customs. This problem is

particularly acute in Developing countries.

II. Impact of the Proposed Code on Issue and Automotive

Equipment Producers

Benefit

The Code will promote neutral administration, transparency,

simplified procedures, and approval of applications despite

minor errors.

Costs

None.

III. Advisory Opinion on Extent to Which Agreement Provides for

Equity and Reciprocity within the Sector

The number of developing countries that agree to adhere to

this Code will determine its value to U.S. producers of auto-

motive equipment.

17



533

Nontariff Measures Not Covered by Codes

No progress was made in four areas.

Remission of Indirect Taxes

The European value added taxes and t.ie Japanese Commodity

Tax (see below) are not assessed on products bound for export.

Whether the remission or rebate of such taxes has an expor

stimulating impact is the subject of considerable controversy.

The extent of the disagreement precluded even the discussion

of the issue in the MTN. The participants did, however,

indicate a willingness to discuss the problem at an

international conference on taxation sometime after the MTN.

Hopefully this conference can be convened in the reasonably

near future. Whenever held, the conference should address the

export effects of the remission of the Japanese commodity taxes

as well as of the European value added taxes.

Japanese Commodity Tax

The Japanese Commodity Tax is a national sales tax; imposed

on selected products, including passenger cars. The manner of

its assessment discriminates against larger cars (and thus

against most U.S. made models) since it is based on vehicle

length and engine size. The basis of assessment is as follows:

Cars with a wheelbase less than 270cm 15%
(approximately 106 inches) and with an
engine capacity less than 2000cc
(approximately 122 cubic inches)

Cars with a wheelbase greater than 20%
270cm or with an engine capacity
exceeding 2000cc

18
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Most Japanese domestic car models are assessed at the 15%

rate whereas most U.S. imports are assessed at the 20% rate.

This five percentage point disparity is further exacerbated

because Japanese domestic models are taxed using the factory

sales price as the base whereas the tax on imports is assessed

against their landed price which is the factory price plus

freight and insurance.

This issue should be addressed at the prospective inter-

national conference on taxation as well.

Discriminatory Road Taxes

European countries impose annual "road taxes" on motor

vehicles, based on their size. While the formulas upon which

the taxes are based vary, generally they discriminate against

"larger" passenger cars. This has been a longstanding issue of

concern with the automotive equipment industry. European

countries acknowledged the discriminatory trade effect of these

taxes during the Kennedy Round of negotiations, offering to

eliminate their discriminatory effect in exchange for elimina-

tion of the American Selling Price system of customs valuation

-- a bargain that was never consumated.

While this issue has receded to some extent with the down-

sizing of U.S. cars in response to enegy conservation concerns,

road taxes in Belgium, Italy, and France still have a substantial

discriminatory impact on -- and thus inhibit -- exports of

American automobiles. Unlike in other Eurupean countries the

discriminatory incidence of road taxes in these three countries

is such that it cannot br justified by energy conservation

19
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concerns. U.S. negotiators did not succeed in achieving a

restructuring of Belgian, Italian, and French road taxes to

eliminate their discriminatory effect.

Local Content and Export Requirements

To stimulate economic growth and balance their international

payments developing country governments have restricted automo-

tive imports and required foreign firms to establish

manufacturing facilities in the country as a condition of doing

business in their countries. Such requirements may be

supplemented by or linked with requirements that subsidiaries of

foreign corporations export either components, finished vehicles

or both to other countries despite the fact that these products

may not be competitive in the international market. These local

content and export requirements are potentially substantial

distortions of trade and are likely to lead to serious trade

disputes between developed and developing countries. U.S.

regotiators were unsuccessful in pursuing ISAC 25 objectives in

this area. Because of their potential for triggering trade

disputes between industrialized and developing countries, these

issues should be addressed in other intev.iational fora in the

near future.

20
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Results of Tar:.ff Negotiations

Tariff reductions of the Tokyo Round have been the most

disappointing aspect of the negotiations to the automotive

equipment ISAC.

At the beginning of the MTN, the primary characteristic of

the structure of tariffs imposed by countries on imports of

automotive equipment was the great disparity between the low

rates of duty maintained by the United States and the high rates

of duty prevailing elsewhere in the world. Except for the fact

that Japan unilaterally reduced its automotive tariffs to zero

during the course of the negotiations, the Tokyo Round had

little effect on this situation.

The several past major rounds of trade negotiations have

achieved tariff reductions by the application of across-the-

board percentage reductions in duties. While this approach may

have had merit from an overall trade perspective, it has

resulted in continuing inequities in the automotive equipment

sector. Because the United States had lower tariffs on

automotive products (in the 1930's they ranged from 10-25 per-

cent) than those maintained by our trading partners (European

and Japanese tariffs ranged between 50 and 100 percent in the

21
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1930's! when negotiations began, the disparity remained in place

at the start of the Tokyo Round of negotiations, as demonstrated

below:

Automotive Tariffs at the Start of the Tokyo Round

U.S. European Community Japan

Passenger Cars 3% 11% 6.4%

Trucks 4% 1 22% 6.4%

Given the relative equality of competitive strength of the

automotive equipment manulacturing industries in the major

producing nations and the intensity of competition in the world

automotive equipment market, inequality of market access cannot

be justified. Thus the automotive equipment ISAC concurred that

a principal objective of the Tokyo Round of negotiations should

be the harmonization of tariffs among the major trading nations

and the achievement of substantially equivalent competitive

opportunities within industry sectors.

In developing our recommendations to U.S. negotiators,

ISAC 25 determined that achieving equal market access was the

only appropriate goal for the automotive equipment sector in

this round of negotiations. We reasoned that true reciprocity

was an essential condition for the equitable distribution of

the gains from expanding trade as well as a necessary condition

to sustain domestic support for continued movement toward an

open world economy. To achieve reciprocity in automotive

i/This duty arplies to "cab chassis," the form in which 99.8
percent of non-Canadian trucks are imported into the U.S. The
U.S. tariff on trucks per se is 25 percent, imposed in 1963
in retaliation for European restrictions on U.S. poultry
imports.

22
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equipment products, we recommended that duties imposed by major

automotive equipment producing countries be equalized at U.S.

levels. Because of the cost to our industry of any further

reduction in already low U.S. tariffs and in order to preserve

future bargaining leverage, we recommended strongly against any

further reductions of U.S. tariffs if our trading partners

failed to make meaningful steps toward the achievement of full

reciprocity in access to markets within the automotive equip-

ment sector.

To our regret this objective was not achieved. While

Japan did reduce its automotive duties to zero (a concession of

greater symbolic than economic significance), other major

automotive producing countries were unwilling to reduce their

tariffs to any meaningful degree. The table below summarizes

the results of the tariff negotiations for automotive equip-

ment. Of particular significance is the final column in the

table which shows the trade value of the respective

reductions in duties made by the United States, Japan and the

European Community in the automotive equipment sector.

Appropriately, the reductions in U.S. automotive tariffs have

been modest, reflecting the inability of U.S. negotiators to

persuade our trading partners to make more meaningful cuts.

Nevertheless, given the value of trade involved, the L.S.
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concessions, on a dollar basis, greatly outweigh the concessions

made by both Europe and Japan.

Summaryof Aut.omotive Tariff Negotiations

Average Average APPROXIMATE
Reighted Weighted · Cut Value of VALUE OF
Tariff 19761 Tariff 19792 In MTN Trade in 1976 CONCESSION3

U.S. imports froi World 3.3% 2.8% 16% $7.4 billion $I.1B4 billion

U.S. imports from EC 3.2 2.6 18 2.8 .504
EC imports from U.S. 11.2 7.3 35 .475 .166

U.S. gave more than EC gave: .338

U.S. imports from Japan 3.3 2.8 14 3.8 .532
Japan imports from U.S. 6.3 3.1 51 .126 .064
(applied rates)

U.S. gave more than Japan gave: .468

Particularly disappointing was the failure of the EuroDean

Community to make a meaningful reduction in its tariff on

regular trucks and on truck-tractors for semi-trailers which

will be dutiable at 20 percent. The same types of trucks are

imported into the United States as "cab chassis" dutiable at

4 percent. The continuation of such a sizeable disparity

between the U.S. and the EC tariff on trucks at a time when

European producers are mounting an aggressive campaign to

capture a larger share of the U.S. truck market is completely

unjustifiable. ISAC 25 consistently urged U.S. negotiators to

1Average ad valorem tariff in 1976 weighted by 1976 trade.
2Average ad valorem tariff in 1979 weighted by 1976 trade.
Because of tiie Ui.S. Govurnment's coml'uter prograins, thcse flqurcs rm o, inciude
minor amrurits of non autonrtive product-: however, it ny be reasonably dssumed that
tie Tmargin of error 1i, s.tLtisticall y insignificant.
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seek a significant reduction in the EC truck taXJ[f since it is

a major hindrance to increased U.S. exports. The EC also still

maintains a high tariff on passenger cars -- 10 percent -- that

is substantially higher than the level of protection maintained

by the United States and Japan -- 2.5 percent and 0 percent

respectively. These should receive priority attention in the

post-MTN period.

One European concession of potential benefit to U.S.

manufacturers was the reduction of the EC tariff on certain

automotive parts from its current level of 12 percent to 6.9

percent. While the EC has still not achieved parity (and thus

equity) with the United States, whose equivalent tariff will be

3.1 percent as a result of the MTN, U.S. exports to Europe of

these products exceeded 213 million in 1976. While disappointed

that virtually no progress was made in harmonizing and reducing

tariffs on assembid vehicles, ISAC 25 believes that progress

toward the harmonization of tariffs on components is desirable

as the design and manufacture of vehicles becomes increasingly

integrated on a worldwide scale.
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l.A. OVERALL

ISAC 26,with the exception of the Writing Instrument

Manufacturers Association, does not support the MTN package.

While the codes may provide some limited benefits for the

industrial sectors covered by this ISAC, these benefits are

more than offset by the deleterious effects of the overly

generous tariff concessions made by the Administration on

products covered by this ISAC.

Most industries in this ISAC are not multinational but

rather small-to-moderately-sized industries, serving almost

exclusively the domestic market. Further, many industries

in this ISAC have frequently petitioned the U. S. government

asking for and, in some cases, receiving import relief. The

import sensitivity existing in this sector has been ignored

by the Administration.

Under the Trade Act of 1974, the objective of the MTN

was to provide greater access to foreign markets as well as

to achieve a degree of harmonization between the ease of

accessibility of foreign exports to the U. S. as compared

to the export opportunities for U. S. exports to foreign

markets. This key objective has not been obtained even to

a limited extent for this ISAC. Foreign barriers in the

form of MTNs and tariffs will continue to exist in the

areas of jewelry, sporting firearms, sports equipment and

writing instruments, while the U. S. has completely opened

the U. S. market for these products for both Japanese and

EC products by making generally full authority tariff
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reductions for products in this sector. Thus industries in

this ISAC find themselves still unable to gain access to

foreign markets and yet can look forward to vastly increased

foreign competition.

In summary, this ISAC has found itself in an i-evitahle

position whereby its tariffs have been traded as concessions

for benefits which will accrue to other sectors. The average

reductions for U. S. tariffs was 31% while this ISAC's average

is nearly 50% with virtually no benefits in either meaningful

foreign tariff or NTM code concessions. On the basis of the

remaining tariff and NTM disparities problems existing in the

EC, Japan, and LDC markets which severelyrestrict U. S. export

from this miscellaneous industrial sector, this ISAC must

oppose this package.

Positions of various subsections of the ISAC follows:

Sporting Goods

The Sporting Goods industry is seeing maximum allowable

tariff cuts of 60% in hard goods while other developed

countries have made offers of about 50%.

The sporting goods trade deficit (including hard goods,

and soft goods) was about $1.7 billion in 1978. We need

reciprocity in trade to maintain or obtain the ability to

market our products worldwide. Many of our duties will

be cut to n% if the MTN packaqe is approved. In trade with
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Canada, for example, we will be facing duties of about 9%

while their products will come into the U. S. duty-free

We want fair trade. The negotiated tariffs will not

provide fair trade for U. S. sports products.

Writing Instruments

The Writing Instrument Manufacturers Association,

weighing the pros and cons of the Multinational Trade

Agreement package being submitted to the Congress, favors

its adoption, although strongly objecting to the action of

our government in offering to the GATT the maximum allowable

60% reduction across-the-board on just about every mechanical

::.ting and markir.n instrument and component from TSUS No.

760.42, in contrast to offers from the EC of 44% and 37%, of

44% from Canada and even lesser offers from other developed

nations, the only exception being Japan, which made a substan-

tial counteroffer in the neighborhood of 60%. We depart from

the views of our ISAC No. 26 in the belief that, from the

overall standpoint, the agreement represents a big step forward

for the future of our industry's international trade posture.

We have consistently asked that our negotiators hold the

offers on our products to no more than 40% and we now ask again

that the Special Trade Representative, Ambassador Robert Strauss,

modify the offers on this industry's products to a lower level

than the 60% formula in the initialed agreement, preferably

to no more than 40%.
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We have maintained a long-term posture of favoring freer

trade and of seeking the reduction or elimination of the

multitude of non-tariff barriers confronted by our industry's

products worldwide. we are deeply concerned that this sixth

round of trade negotiations since World War II has only

partially tackled the problems posed by such non-tariff

barriers and the fact that this country took a position of

stopping at the water's edge and not asking for reciprocal

elimination of such barriers in so many sensitive areas is

disappointing. It had been our hope that our government's

negotiatcrs would have strived to develop some form of

mechanisi to uproot and exterminate, to the greatest degree

possible, the hundreds of troublesome barriers posed against

our products.

Clearly, these non-tariff barriers will keep us at

some disadvantage in attempting to increase our exports

durino the coming years. If, as we understand may be the

case, the EC pauses after the first three staged teductions

to study the results and decide their future course with

regard to subsequent reductions, we strongly urge that our

own government do the same and give industries like our own

ample opportunity to present their views on the course of

events at that time.
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Pencil Makers Association

The Pencil Makers Association represents a small

domestic industry comprised of only seventeen manufacturers

of cased pencils (TSUS 760.48).. The industry has little

to gain from the relief of non-tariff barriers or the

tariff reductions offered by foreign countries for our

product because it is not a product which lends itself

to export. However, imported pencils (particularly

lower priced imports) pose a very real threat to the future

existence of the industry.

We are not opposed to some tariff cuts on pencils, but

it is essential that a minimum tariff protection be maintained

or our industry could be destroyed by a flood of imported,

low priced pencils, for reasons outlined in our brief addressed

to the Trade Policy Staff Committee dated March 29, 1978.

In that brief and in a letter dated June 7 to Ambassador

Allan Wolff we outlined the need for either a maintenance of

the current tariff structure and rates or a conversion to a

"two tier" duty which would reduce tariffs considerably on

imports from many countries while at the same time offering

our industry protection from low priced imports.

We believe that the 40% tariff reduction offered on

pencils was a concession offered by t.e U. S. for benefits

which will be derived by larger. more vocal industries.
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We are opposed to the M Ž. package for this reason and

fear for the future of our industry.

Jewelry Industry

The Jewelry Industry subscribes to the January 30, 1979,

ISAC 26 Report on Stage I of the MTo. When and if these codes

are successfully implemented, the export of U. S. jewelry may

be somewhat eased.

The results of the Tariff portion of the Negotiation,

however, represents a bitter pill for the jewelry industry.

Jewelry imports increased from $281,341,000 to $678,503,000

from 1976 through 1978, an increase of 141 percent. Jewelry

exports increased during this same period from S112,618,000

to $165,193,000, an increase of 45 percent.

Disregarding the stone tariff which will in the main be

eliminated, most jewelry tariffs are beinq reduced "greater

than formula" and much more than the stated U1. S. average of

a thirty-one percent reduction. Jewelry tariffs are being

reduced about 50 percent. With the exception of precious

jewelry (44 percent reduction) most other jewelry tariffs

are being reduced the limit the law allows -- 60 percent.

With the rate of jewelry imports increase at 50 percent per

year and taking a significant portion of the domestic market,

we must conclude that import sensitivity was disregarded in

this negotiation. Indeed, even segments of the Industry that
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have qualified for "adjustment assistance" were subjected to

maximum (60 percent) decreases (watch bands).

Taking the sector approach, we again appear to have lost.

Except for Japan, which both started at a very high base and

whbch has the trading company complex in dealing with imports,

our foreign competitors' cuts, weighted by the amount they

import from the U. S., is less than our own. The F!'C is cutting

jewelry tariffs about 48 percent and Canada about 44 percent.

Clearly the jewelry industry's advice regarding these

negotiations has little effect. This, of course, is frustrating

to the private sector advisors (ISAC members) who have individually

spent hundreds of hours and thousands of dollars availing

themselves of the proferred opportunity to advise. In spite

of its inadequancies, rather than abandon the advisory system,

it should be made workable and effective. I will submit

separate recommendations in this regard.
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2.B. COMMERCIAL COUNTERFEITING

ISAC 26 favors the U.S. proposed draft code on

counterfeiting, offering particular protection to U.S.

Trademarks in international conmmerce. The ISAC strongly

recommends that the seized merchandise be destroyed.
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2.C. CUSTOMS VALUATION

ISAC 26 endorses the proposed code on customs valuation

which uses, as the prime means for determining custom value,

the transaction value.
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2.D. GATT FRAMEWORK

ISAC 26 supports the more formalized system of complaint

and dispute settlement and consultation and conciliation as

proposed in this code.

The ISAC strongly considers fluctuating exchange rates

a major problem which should be subjected to discipline

under GATT.

Several members of the Committee express concern that

this code has no provisions for resolving key supply-access

problems, affecting various U.S. industries.
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2.E. GOVERNMENT PROCUREMENT

ISAC 26 generally supports che opening up of foreiqn

government procurement to open bidding. Several industries

represented in this ISAC will benefit from this code. The

ISAC believes that only signatories should benefit by

increased access to U.S. qovenment purchases.
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2.F. IMPORT LICENSING

ISAC 26 supports this code which provides simplification

or elimination of restrictive licensing practices. Further

the code eliminates customs delays due to technical documenta-

tion errors. We believe this code constitutes a forward

step in promoting international trade.
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2.G. SAFEGUARDS

ISAC 26 generally supports the U.S. efforts in the

Safeguards Code since the code will provide a substantial

improvement in the safeguard procedures applied by foreign

countries. It supports the U.S. negotiating position on

selectivity; orderly marketing agreements; graduation of

LDCs; transparent and expedited procedures; and provisional

authority to restrict imports where the threat of injury

exists to domestic producers. Since this Code is incomplete,

ISAC 26 is unable to offer substantive comments on specific

code provisions.
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2.H. STANDARDS

ISAC 26 approves of the code provisions to eliminate

discriminatory standards, testing and certification procedures

which inhibit trade. We endorse efforts for self certifi-

cation on products to be exported. The opportunity for

industry to review and provide data to any new or revised

standards under the code is extremely imoortant. All

standards and notifications should be made available in the

principal commercial languages.
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2... SUBSIDIES

ISAC 26 generally approves of the Subsidies Code and

makes the following observations and/or recommendations.

1. It prefers the flat prohibition of all

subsidies.

2. It supports the elimination of the need to prove injury

in the event of export subsidies within CrTT signatories.

3. It suvoorts the use of provisional measures to

counter a subsidy prior to final determination

that countervailing duties are warranted.

4. The code definition of industrial oroduct should

correspond to the definition in the Trade Act

of 1974.

S. It believes countervailing duty should equal the

subsidy and not be just sufficient to preclude

further injury.
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IMPLEMENTING LEGISLATION

ISAC 26 supports implementing legislation which nrovides

the following:

1. The creation of a sinale aqency jurisdiction and

responsibility over all matters of foreign trade.

This would include coordination and dissemination

of information and generally assist industry in

obtaining the correct avenue for relief from

injurious or unfair foreign trade practices.

Additionally information should be accessible

for available export opportunities. This intor-

mation should be made readily available through

either localized information centers or toll-free

numbers.

2. The committee strongly recominends the continuation

of the Industry Advisory Committees on a permanent

basis.

3. With regard to Commercial Counterfeitinq, the

U.S. law should provide disposition by destruction

of the counterfeit products. Also, the provision

to stop the sale/import of these uoods should be

immediate. Relief should be made available to

-he domestic paLty injured by the sales of these

products in the domestic market or in a third

country market. Provision for sanctions against



countries where counterfeit products originate

should be included in the law.

4. In the implementing legislation under Customs

classification a better domestic/inte-national

system of classification should be designed and

implemented.

5. For non-signatories to the subsidies code, the

U.S. law should maintain the "no injury"

requirement in the U.S. CVD law.

C. The implementing legislation should provide for

redress of injuries to domestic industry resulting

from disincentives arising from foreign trade

practices.

7. Small arms and ammunition should be declared

essential for U.S. national security.

8. The ISAC supports the maintenance of either DISC

or DISC-like entities as an aid for U.S. exports.

i
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ISAC INDUSTRY SECTORAL ADVISORY COMMITTEE 127

(Retail ISAC)

Final Report on Trade Agreements

I. OVERALL EVALUATION OF TREATIES

The Retail Industry Sectoral Advisory Comm.'t:ee (ISAC 27) supports
the multilateral trade agreements and codes negotiated by the President
of the United States pursuant to the authority granted by the Trade Act
of 1974. The Retail ISAC recommends and urges that those agreements and
codes be ratified by the Congress of the United States for the following
reasons:

A. Although the agreements fall short of the objectives set by the
Retail ISAC for the multilateral trade negotiations, they represent a
balanced approach that considers all segments of the economy. The U.S.
trade position and offer have been worked out through continuous nego-
tiations on a broad scale with advisory committees representing the
principal segments of the economy.

B. The codes provide a framework for solving many problems that
are anticipated in the next decade in order to allow avoidance of the
prospect of increased protectionism both within the United States and
among our major trading partners.

C. The codes establish new international rules to promote fair
trade, establish monitoring, and dispute settlement mechanisms that are
vital to U.S. exports.

D. For the first tire, as a result of the Trade Act of 1974, the
impact on the consumer has been considered. Tariff reductions on
selected consumer goods will provide some benefit to the U.S. consumer
even though those reductions are, in many cases, such as textile and
apparel, minimal.

E. The agreements have the potential to improve the predictability
and reliability that are necessary for retailers who participate in in-
ternational trade.

II. NON-TARIFF CODES EVALUATIONS

A. Aircraft

Not applicable. N
B. Counterfeiting

The international code on counterfeiting is a necessary and
laudable step forward for fair trade practice in international commerce
It is necessary that the definition of what is subject to the counter-



561

felting code be unequivocal so as to give predictability to the process
of enforcement and avoid injury resulting from false accusations of
counterfeiting which could tie up goods in international commerce to
the detriment of the owners. The United States should avoid any imple-
menting legislation or regulations which would grant greater design pro-
tectiou in international commerce than is provided by United States law
in domestic commerce.

C. Customs Valuation

The Customs Valuation Code is of primary importance to the
retail industry. It establishes transaction value as the principal
method of valuation which retailing specifically endorses. The coae
also abolishes the American Selling Price (ASP) method of valuation.
This is an important benefit to retailing. However, the tariffs proposed
for footwear which is now subject to ASP are much too high and in many
instances will result in greatly increased duties, and higher prices for
the consumers.

The Agreement allows each party to choos: between an FOB or
a CIF method of computing transaction value. The United States uses the
FOB method. If it were to adopt the CIF method, there could be a substan-
tial increase in tariffs which would be reflected in consumer prices. In
addition, there would begin to emerge a discrimination in the use of cer-
tain U.S.A. ports of entry which would result in distortions of trade
and pockets of unemployment. Discrimination against types of shipping
would also occur with air freight being avoided and the possible reduc-
tion of shipment in American flagships when their rates are above other
shipping. The Retail ISAC (t27) opposes any move to a CIF valuation
method basis.

D. Framework

The retail industry supports the trade negotiations for im-
proving the General Agreement on Tariffs and Trade. Retailing believes
strongly in the principle of international competition without artificial
barriers. As nations grow in their capacity to assume a major r6le in
world trade, they must also take upon themselves the responsibility of
sharing the burden. Special and differential treatment is a necessary
part of world trade in helping lesser developed countries, but the
responsiblity for international fair trade and competition must ulti-
mately be assumed by all nations.

E. Government Procurement

Not applicable.

F. Import Licensing

The retail industry supports the import Licensing Agreement
which has bcen negotiated. The problems of cumbersome licensing arrange-
ments are an impediment to trade and result in increased costs to those
engaged in international commerce. The Licensing Agreement operates
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as a benefit to the retailing community because it establishes more
transparency in the licensing procedures and practices. Retailing will
oppose any grant of authority to auction licenses or impose license sys-
tems on U.S. law.

G. Safeguards

The Safeguards Code is of importance to retailing. The use
of safeguards is subject to abuse by both this nation and our trading
partners. In no event should the international standard be less than
that under current U.S. law. Retailing wants the opportunity to study
the agreement provisions on "selective safeguards" when they are fully
negotiated. Retailing is particularly concerned about the increased
use of Orderly Marketing Agreements as an escape mechanism from the
GATT provisions. Orderly Marketing Agreements are strict non-tariff
barriers and must be carefully controlled.

The U.S. safeguards proceedings are structured in such a way
as to allow the petitioning industry adequate time in which to prepare
its petition for relief. It is important that sufficient time periods,
as those currently in the statute, be provided in order to allow adequate
preparation and response to the petition. There should be no shortening
of the time periods, particularly at the Presidential level where the
full economic and consumer market impact must be studied for the first
time in the proceedings. In addition, we urge the use of administrative
law judges in escape clause proceedings. The use of stuch administrative
law judges would increase the professionalism, accuracy and reliability
of the proceedings.

H. Standards

Retailing supports the International Standards Code as it has
been written.

I. Steel

Not applicable.

J. Subsidies

The International Subsidies Code takes a correct step in iden-
tifying beforehand the types of subsidies which are subject to counter-
vailing duties. Retailing strongly supports the addition of an injury
requirement and urges the adoption in U.S. 1-w of "material injury" as
is required in the International Code. We understand "material injury"
as something less than "serious", but greater than that applied in anti-
daumping proceedings. Retailing has little opportunity to respond in
either anti-dumping or countervailing proceedings since antitrust laws
prevent a retailer from having any knowledge of another importer's
prices, nor is the retailer able to inquire into either the costs of
production or selling prices of the foreign manufacturer. Consequently,
the retailer must rely on the U.S. Treasury Department and the U.S. Interna-
tional TraGe Commission to adequately determine the accuracy of the alleged
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price differentials and the injury to domestic industries. Sufficient
time periods, as well as properly established and funded methods for
making such determinations, must be part of the implementing legislation.
Retailing will strongly oppose any attempt to include provisional and/or
retroactive measures in U.S. law.

III. OlHER TRADE MATTERS

A. Tariff Reductions

The final tariff offer by the U.S. will haveonly a moderate
to minimal effect on the consumer market. Because items protected by
the escape clause proceedings are mandatorily exempt from the reductions,
both non-rubber footwear and color TV sets will receive no reduction in
tariffs. In the area of footwear covered by the American Selling Price
doctrine, tariffs are actually being increased in some cases. The tariff
reductions on textiles and apparel are substantially below the reduction
in other categories and, when staged over an eight-year period, will be
more than offset by inflation.

When the Tariff Agreements are put into effect, the United
States should carefully examine the Tariff Schedule to determine where
other tariff reductions could be made that would benefit United States
consumers and help to reduce inflation. After the Tariff Agreements
become effective, there will no longer be any need for the United States
to withhold tariff concessions in order to benefit our trading posture
in the Multilateral Trade Negotiations. The United States could, and
should, unilaterally make reductions, such as maximum tariff reductions,
for all products where less than 5% of the domestic market demand is being
produced within the United States.

B. Tariff Classifications

Although it is not part of the Multilateral Trade Negotiations,
simplification of U.S. Customs classifications was recommended in the
original Retail Special Advisory Committee Report to the Administration.
This goal has not been met, and the method of stating tariff reductions
will work to substantially complicate the Tariff Schedules.

It appears that tariff reductions are to be made using the seven
digit Tariff Schedules designations. In the past, seven digit classifi-
cations have only been used for statistical purposes, and classification
for duty purposes has been based on the broader--five digit--classifica-
tions. Using the seven digit classifications for duty purposes will pose
potentially serious classification problems for Customs and for importers.

The highly technical distinctions in the character of merchan-
dise necessary for seven-digit classifications will now often have critical
monetary significance. Indeed, because apparel styles, for example, change
regularly, these changes in the Tariff Schedules will inevitably lead to
confusion and, perhaps, a new round of classification disagreements. The
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introduction of a new element of unpredictability in
dise is a most unwelcomed development to merchants.
opposes this new complication of the duty assessment

the cost of merchan-
Retailing, therefore,
process.

In addition, there is concern that this step may provide the
basis for similar new classification levels in the category system Used
for quota purposes. The flexibility inherent in broad quota categories
is necessary to accommodate changing consumer buying habits, and retailing,
therefore, would oppose any move to further refine the quota category
system.

F
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UNITED STATES DEPARTMENT OF AGRICULTURE
f22LULLiIU FOREIGN AGRICULTURAL SERVICE

WASHINGTON, D.C. 20250

JUL 9 1979

Honorable Robert S. Strauss
Special Representative

for Trade Negotiations
1800 G. Street, N.W.
Washington, D.C. 20506

Dear Mr. Ambassador:

On behalf of the Agricultural Policy Advisory Committee for Trade
Negotiations, I hereby transmit the Committee's report on the
Multilateral Trade Negotiations agreements which were initialed
in Geneva, Switzerland.

This report complies with Section 135(e) of the Trade Act of 1974,
which requires the Agricultural Policy Advisory Committee, at the
conclusion of negotiations for each trade agreement entered into
under that Act, to provide to the President, to the Congress, and
to the Special Representative for Trade Negotiations a report on
such agreement(s).

The Committee appreciates the opportunity it has had during the
process of negotiations to consult on a continuing basis with
government officials involved in the negotiations and strongly
supports the continuation of the private sector advisory committee
system.

The Committee supports the Multilateral Trade Negotiations as
representing the very best agreement obtainable under the present
circumstances. 1/

The Committee recommends the passage and signing of the implementing
legislation as being in the best national interest and that of the
agricultural community as a whole.

This approval is subject to the concerns, warnings, and suggestions
contained in the enclosed report covering various aspects of the
negotiations.

1/ The Committee report does not comment on any negotiations that
are still in progress as of the date of this report - June 12, 1979.
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Honorable Robert S. Strauss 2

The Committee reiterates its strong concern about export subsidies.
The Committee believes that only effective and timely actions by
the U.S. Government can limit unfair subsidized competition at
home and in third country markets abroad.

The Committee recommends the continuing of the existence of the
Office of the Special Representative for Trade Negotiations to
cover all trade policy functions.

Dissenting views or comments of three Committee members are
contained in an Addendum to the report.

A list of Committee members is attached to the report.

Sincerely,

George H. White
Executive Secretary
Agricultural Policy Advisory Committee

Enclosure
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Report of the Agricultural Policy Advisory Committee for
Trade Negotiations

on the
Multilateral Trade Negotiations Agreements

Initialed in Geneva, April 12, 1979

SUBSIDIES AND COUNTERVAILING DUTIES CODE

It is the understanding of the Agricultural Policy Advisory Committee
(APAC) that, with respect to agriculture, the Code is intended to have
two major benefits for the United States: (1) it will permit timely
U.S. countervailing duty actions to protect domestic producers from
subsidized import competition, and (2) it will provide clearer inter-
national rules on export subsidies in third markets.

The APAC views the code as primarily an extension and clarification of
existing international rules on primary products under the GATT.
These rules will be no more self-enforcing than past rules have been.
We believe that only effective and timely actions by the U.S. Govern-
ment pursuant to these rules, through new and existing domestic
legislative authority and continuing negotiations, can limit unfair
subsidized competition at home and in third country markets abroad.

The APAC wishes to record the following specific comments on key issues
with respect to the code:

The U.S. Domestic Market. One of our major concerns is the timeliness
of U.S. actions against subsidized imports. In the past, countervailing
duty investigations have dragged on endlessly and sometimes concluded
with no determinations made. Currently, under the 1974 Trade Act,
final determinations can take as long as a year and provisional counter-
vailing measures cannot be taken in the interim. Under the code,
provisional measures could be taken whenever an injurious subsidy was
found to exist and countervailing duties could even be levied
retroactively in critical circumstances (on imports made up to 90 days
before provisional measures are taken).

The APAC believes strongly that if the United States accepts an injury
requirement in the new code, it must then enact domestic legislation
to take full advantage of the timely provisional and retroactive
countervailing measures the code permits. Moreover, such legislation
must require reasonable outside time limits for action -- in the case
of export subsidies no more than 60 days should be permitted (domestic
subsidy investigations, which are more complicated, might be given an
extra reasonable period). In addition, the nature of the domestic
injury test itself would also be crucial. Such a test should place
madjor emphasis on the impact of subsidized imports on producer prices,



Certification Systems. The APAC strongly believes that in implementing
this code, only products which meet the established U.S. health and
quality standards should be certified as acceptable, without exception.

Conclusions. The United States should not relax its high health,
safety, consumer and environmental protection and quality standards
in food production and distribution. The APAC believes that U.S.
technical regulations and standards will not be adversely affected by
the standards code. On the other hand, the United States could use
the code to complain about foreign standards that are barriers to the
trade of U.S. products.

FRAMEWORK (GATT REFORM)

1. LDC Issues

The agreements modifying the trade rules under the general agreement
on tariffs and trade are difficult to evaluate. It is not possible to
foresee fully the implications for agricultural trade.

Some of the changes legitimize LDC programs such as GSP, regional and
global preferences among the LDC countries, the granting of special
and differential treatment in the new codes, and special treatment of
the least developed countries. Another agreement broadens the GATT
provisions governing the use of import safeguards by developing
countries. The LDC's, in turn, would be expected to participate more
fully in GATT as they progress economically.

The balance of the GATT changes were sought by the United States --
changes of the GATT dispute settlement mechanism, export restrictions,
and the use of surcharges for balance of payments purposes.

GSP is controversial in many sectors of agriculture. Until now, GSP
has operated under a waiver of GATT's MFN provisions. Under the new
agreement, the extension of GSP preferences will be legal uhnder GATT.
The LDC countries have argued that future modifications or withdrawals
should be compensated. The United States refused to accept this LDC
argument and the agreement does not contain any provision for
compensation.

In addition, the incorporation of GSP into GATT gives it a permanent
basis. Many APAC members are not prepared to embrace any recommenda-
tion to continue GSP. We are concerned that Congressional action
regarding the future of the U.S. program might well be preempted.

Affected U.S. agricultural interests in the past have also felt that
there has been inadequate notification to permit opportunities to
comment on GSP modifications. Improvements of these USG procedures
are recommended.



569

Export Restrictions and Charges (continued)

The Trade Act of 1974 called for the strengthening of GATT to assure
access to supplies including rules and procedures governing imposition
of export controls, the denial of fair and equitable access to such
supplies, and effective consultation procedures. Any modification
would affect agricultural expert interests.

The APAC remains steadfastly opposed to the use of export embargoes
on domestic agricultural product,.

GOVERNMENT PROCUREMENT CODE

This agreement requires governments to eliminate discriminatory
purchasing practices and establish procedures whereby foreign sellers
would have the same opportunity as domestic firms to bid on Government
purchase contracts.

Coverage. It is the APAC's opinion that there is little advantage for
the inclusion of any U.S. agricultural purchasing entities in this code.
Major programs which should be excluded and the FY 1977 value of
agricultural purchases under their auspices are: The Berry Amendment
(PL 458, June 30, 1954), totaling over $1.3 billion; USDA feeding
programs including inter alia school lunch, needy families and elderly
persons, valued at $562- mTlTon; state and local purchases, equal to
about $4.7 billion, of which 61 percent is a Federal contribution by
the USDA; and lastly, the Veterans Administration, valued at
approximately $74 million.

Conclusion. The APAC understands that the above programs, excepting
the Veterans Administration, are excluded from code coverage. Veterans
Administration purchases of agricultural products also should have
been specifically excluded.

LICENSING AND CUSTOMS VALUATION CODES

It is the APAC's understanding that the customs valuation code '.:ill
facilitate the valuation of goods for exporters and importers, and the
licensing code will subject all import licensing systems to the same
administrative discipline.

Conclusions. The code; discussed above should not have a major impact
on agricultural trade. However, they could facilitate the flow of
trade by reducing the administrative encumbrances in these areas.

The APAC believes that the above effects will be realized only if key
countries where these problems now exist become signatories, and the
dispute settlement mechanism which focuses on these areas is effective.

Sli-S1 Q - 79 - 38
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2. The regular and periodic exchange of information, and including
consultation among the member countries, can become beneficial
to the United States and to other countries as well, but we have
no assurances thereof.

3. There is always the possibility the forum would facilitate the
alignment of other participating countries in tactics or programs
that could be injurious to a single member coupntry which, for Pny
reason, declined to recognize the desires and recommendations of
other participating countries.

The APAC proposes these recommendations which relate directly to the
IMA:

1. Since the International Arrangement is a "Meat" arrangement, the
product coverage could well be expand to include pork, and
possibly lamb, as we1 as bovine meat

2. Since it seems inrerative that U.S. members of the IlC hdve the
advantage of input and advice from industry representatives or
actual producers, t-nguage be inserted in the MTN implementing
legislation which states, in effect,

"It is the sense of the Congress of the United States that if
the Government of the United States becomes a member country
to the IW4A, the official delegates to the IMC shall be
accompanied by several industry representatives or actual
producers who are to serve at all times as advisors to the
delegates."

INTERNATIONAL DAIRY ARRANGEMENT

The International Dairy Arrangement (IDA) was proposed by certain dairy
exporting countries to establish a single global organization
responsible for (a) exchange of information and consultations about
world dairy markets and problems, including those related to food aid
and noncommercial transactions, and (b) establishing minimum export
p.,ices for milk powder, milk fat, and certain cheeses. It would
replace the existing minimum export price arrangements of the GATT
Dairy Arrangement and the OECD Gentlemen's Agreement whose members do
not include the United States.

The APAC recognizes that other countries place importance on the United
States joining the IDA because we are an important importer of dairy
products. Based on the following key points concerning the IDA, the
APAC believes that the United States could accede to the Arrangement:

1. Decisions of the Dairy Council will be by consensus so that no
count,'y will be obligated to actions it does not voluntarily agree
to.
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ADDENDUM

Mr. George Atkinson does not support the transmittal letter or the report
for the following reasons:

(1) Subsidies and Countervailing Duties Code. He cannot support the
code.

(2) Requests and Offers. He cannot support the increase in the U.S.
cheese import quotas and the elimination of the price break
provision that'applied to U.S. cheese imports that were agreed to
by the United States.

Mr. Harvey Ebert does not approve the transmittal letter or the report
for the following reasons:

(1) Transmittal letter. He does not agree that this was "the very
best agreement obtainable under the present circumstances."

(2) Subsidies and Countervailing Duties Code. Page 1, paragraph one,
item (1) says "it will permit timely U.S. countervailing duty
actions to protect domestic producers from subsidized import
competition." He does not agree because we will be importing
subsidized cheese.

(3) Requests and Offers. He cannot go along with the last paragraph
which recommends the request and offer phase of the trade
negotiations to the President, the Special Representative for
Trade Negotiations, and the Congress because it is inconsistent
with U.S. dairy interests.

Mr. James Shaver approves the transmittal letter and the report but
observes that there is little gain for grains in the negotiations and
the codes needed to be effectively implemented.

June 29, 1979.
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MEMBERSHIP OF
THE AGRICULTURAL POLICY ADVISORY COMMITTEE FOR TRADE NEGOTIATIONS

Albert A. Anzaldua
McAllen, Texas

Geaorge D. Atkinson
Adm. Asst. to Gen. Manager
Associated Milk Producers, Inc.
San Antonio, Texas

J. Gerald Beattie
President
National Pork Producers Council
Sumner, Nebraska

Albert G. Clay
Chairman of Board
Burley Auction Warehouse Assn.
Mt. Sterling, Kentucky

Clifton B. Cox
Chairman and President
Armour and Company
Phoenix, Arizona

Tony T. Dechant
President
National Farmers Union
Denver, Colorado

John A. De Luca
President
Wine Institute
San Francisco, California

Harvey H. Ebe-t
Group Vice President
Land O'Lakes, Inc.
Minneapolis, Minnesota

Harold E. Ford
Executive Director
Southeastern Poultry and

Egg Association, Inc.
Decatur, Georgia

Charles L. Frazier
Director, Washington Staff
National Farmers Organization
Washington, D.C.

Robert M. Frederick
Legislative Director
National Grange
Washington, D.C.

Allan Grant
President
American Farm Bureau Federation
Park Ridge, Illinois

Ms. Ellen Haas
Community Nutrition
Washington, D.C.

Institute

Robert N. Hampton
Vice President, Marketing and

International Trade
National Council of Farmer Cooperatives
Washington, D.C.

Julian B. Heron, Jr.
Pope Ballard and Loos
Washingon, D.C.

Seymour B. Johnson
Indianola, Mississippi

Hugh C. Kiger
Executive Vice President
Leaf Tobacco Exporters Assn., Inc.
Raleigh, North Carolina

Warren Lebeck
Senior Executive Vice President,
Chicago Board of Trade
Chicago, Illinois

Don F. Magdanz
Senior Vice President and Secretary
National Cattlemen's Association
Omaha, Nebraska

Stanley M. Moore
President
North Dakota Farmers Union
Jamestown, North Dakota

Bruce J. Obbink
Manager
California Table Grape Commission
Fresno, California

(over)
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UNITED STA\ES CE?ARTM':N T OF AGRiCULTURE
' , FOREIGN AG;lULTP'.;L S-R'VICE

'; o- ,S s WASHINGTON, D.C. Z;Z.9

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

On behalf of the Agricultural Policy Advisory Ccmmittee for Tr:de
Negotiations, I hereby transmit the Cc'-,mittee's resort on tne
Multilateral Trade eneaotiations agree.ents which ;W.ere initialed
in Geneva, Switzerland.

This report complies with Section 135(e) of the Trade Act of 1974,
which requires the Agricultural Policy Advisory C:"-.ifttee, at tne
conclusion of reqotiations for oah trade agree~ nt- entered iut:
under that Act. to provide to the Pr'sident, to the Congress, and
to the Specidl Representative for Trade Negotiaticns a report on
such agreement(s).

The Committee Appreciates the opportunity it has had during the
process of ne.otiations to consult on a continuing basis with
government - ,icials involv.ed in the negotiations and strongly
supports tIh -.ntinuation of the private sector acvisory co:r.ittee
system.

The Committee supports the Multilateral Trade Negotiations as
representing the very best agreement obtainable urder the present
circumstances. l/

The Committee recommends the passage and signing cf the implementing
legislation as being in the best national interest ara that of the
agricultural community as a Wvhole.

This approval is subject to the concerns, warninog, and suggestions
ccritain2d in the enclosed refcrt covering various 0p1cts of the
negotiations.

1 / The Cc.;Ciitzee reSDrt- Jr s not colir.enr on an'' nroLiatio.: s la t
are still in progress as of the d.ate of this report - June 12, 1971.
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The President 2

The Committee reiterates its strong concern alout excort subsidies.
The Committee believes that only effective and timeily actions by
the U.S. Gcvernment can limit un--air subsidized competition at
homne and in third country markets abroad.

The Committee recomre:lrds the continuing of t'e existe-,ce of thle
Office of the Special Representative for Trade Negnotiations to
cover all tradc policy functions.

Dissenting vi.-ws or comments of three Com;nitten members are
contained in an Addendum to the report.

A list of Comnmittee members is attached to the repc.,t.

Respectfully,

Ceorae H. W!hi*e
Executive Secretary
Agricuitural Policy ,%dvisory Cowmmittee

Enclosure

T entiricl letttr set to:
Hono.'::i -!,ter !: r-lalae (rc'i nt of -- t":-'
iDonov' ' .. ;.:-t, .S.' ! j i 1, ,1 c'a. (.::' of t,: -. e , J,.

kbtif uur'Y AVALL ULtL
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POST O WlfICE BOX 721
TELtPHONE 01o/948-7401 JACKSON. MISSISSIPPI 3)205

HuGH M ARANT May 28, 1979
P#I·IDINT

Honorable Robert S. Strauss
Special Representative

for Trade Negotiations
·800 G. Street, N. W.
Washington, D. C. 20506

Dear Mr. Ambassador:

On behalf of the Agricultural Technical Advisory Committee for
Trade Negotiations on Cotton, I hereby transmit the Committee's
report. on the Multilateral Trade Negotiations agreements
initialed in Geneva April 12, 1979.

This report complies with Section 135(e)(1) of the Trade Act
of 1974 which requires each sector advisory committee affected
by a trade agreement made under authority of that Act, at the
end of negotiations for each such agreement, to provide the
President, the Congress, and the Special Representative for
Trade Negotiations with a report on the agreement.

Si cer ly,

Hugh t Arant, Chairman
Agricultural Technical Advisory Committee

for Trade Negotiations on Cotton

Enclosure

W
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Report of the Agricultural Technical Advisory Committee for
Trade Negotiations on Cotton

on the
Multilateral Trade Negotiations Agreement

Initialed in Geneva, April 12, 1979

The Committee has reviewed the offers made by the United States

on cotton and offers received by the United States on cotton in the

Multilateral Trade Negotiations (MTN).

A viable U.S. cotton industry is dependent upon a strong U.S.

domestic market and a significant export market for U.S. cotton.

Since imported textiles displace U.S. domestically produced textiles

and since imported textiles might contain some cotton but are not

necessarily made from U.S. cotton, the Committee considers tha*

reasonable restraints should be applied to textile imports in order

to hold such imports at levels that will not cause excessive inter-

ference with domestic markets, and that market develcpment activities

should be carried out in foreign countries in order to maintain and

expand markets for U.S. cotton and cotton products in such countries.

The Committee recognizes that efforts are being made to reasonably

control international trade in textiles through the V'ultifiber

Arrangement (MFA) and recommends that the rate of growth of textile

imports be limited to the rate of growth of the U.S. domestic market.

Offers Made by the Uni+:d States

In considering these offers, the Committee assu:ed that Section 22

of the Agricultural Adjustment Act of 1938, as amended, would be con-

tinued without modification and that no commitment ';,uld be made by

the United States in any international agreement th.t wlould requir2

I
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mo.ification of the special cotton import provisions of the

Agricultural Act of 1977.

a. The Committee concurs in the offers made by the

United States on cotton and silk.

b. The Committee concurs' in the offers received by the

United States from Australia, the European Community (EC), and

Taiwan on cotton, cotton linters, and silk.

c. The Committee concurs in the offer received by the

United States from the Philippines on cotton but would hope that

the effective duty rate could be maintained at the current rate

of 10 percent, if possible.

'd. The Committee recoammended that the offer received by the

United States from Chile on cotton be rejected.

In evaluating the offers made and offers received, the Committee

considers that U.S. cotton exports could be favorably influenced and

would not be adversely affected by acceptance of the offers made

and/or offers received as outlined above.

Private Sector Advisory Committees

The Committee considers that the legislative authority for

advisory committees should be continued after the completion of

the Tokyo Round of the MTN and that the authority should provide

for industry advisors to participate in the planning, negotiating,

and implementation of international trade agreements. While the

methods and procedures set forth in the Trade Act of 1974 for
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Sector Advisory Committees appeared logical and desirable when the

legislation was enacted, experiencu has shown that the operations of

the Sector Advisory Committees have not been as efficient, effective,

and meaningful as was anticipated. Consequently, special efforts

should be made by the Administrastion to assure that Sector Advisory

Committees will operate in a more efficient and effective manner in

the future.

Standards

The Committee recommends that the authority for establishing,

maintaining, and administering standards for agricultural commodi-

ties should continue to be the responsibility (f the U.S. Department

of Agriculture. The Committee considers that it would be inadvisable

and inappropriate to vest such authority in any nonagricultural

agency, but agrees that it might be appropriate for nonagricultural

agencies to make recommendations regarding standards for agricultural

commodities to the U.S. Department of Agriculture for consideration

by the Department in respect to establishing, maintaining and J

administering standards for agricultural commodities.

The Committee wants to emphasize that the "Universal Standards

for Upland Cotton," which are established by the U.S. Department of

Agriculture in consultation with U.S. and foreign industry and trade

representatives, are the basis for selling, buying, and arbitrating

American.-type cotton all around the world. The Committee agrees that

participants of the Agreement should encourage the adoption and use
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of internationally recognized grade standards in international

traniactions involving agricultural commodities. While the

Committee understands and appreciates that the question of the

quality of commodities moving under commercial transa tionr is

not covered by this Code, the dommittee considers that the

official text should clearly indicate thrt this is the case.

The provision of this Code should not be permitted to be inter-

preted as applying to the "Universal Standards," as such an

interpretation could undermine this vital and proven system of

cotton merchandising.

Subsidies/Countervailing Measures

Under this Code, the Developing Countries are scheduled to

receive special and differential treatment that would permit them

to subsidize exports. Textile and apparel items covered by the

MFA should be excluded from coverage by this Code as subsidized

exports of textile and apparel items could undermine the MFA.

The Code states that countervailing duty investigations should

normally be concluded in one year, The Committee considers that

such investigations should be concluded in the minimum possible

time.

Since subsidization constitutes a per se violation of fair-

trade concepts, the Coummittee presumes that subsidization of

exports to the United States by foreign countries results in

de facto injury to U.S. manufacturers of competing products. Under
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the circumstances, the Committee does not consider that an "injury

text" should be necessary in cases where there is a clear demonstration

that foreign subsidies have been applied to products exported to the

United States. However, if Congress considers that some "injury

text" is necessary in order for, the United States to obtain the

cooperation of other countries for the inclusion of "internal"

subsidies under the International Subsidies Code, the Committee

considers that the "injury test" applied to Countervailing Duty

investigations should be the same as that applied to Antidumping

investigations under our Antidumping Act since January 3, 1975.

Consequently, if the implementing legislation includes a provision

for an "injury test," the Committee recommends that the "injury

test" for Countervailing Duty cases be the same as the "injury

test" for Antidumping cases.

Government Procurement

The Committee agrees that the U.S. Department of Defense

purchases of textiles and apparel should be exempt from pro-

visions of this Code, which would be consistent with the Berry

Amendment.

In addition, the Commnittee considers that purchases of

commodities by the U.S. Department of Agriculture under price

suiport programs and for human feeding programs should be exempt

from the provisions of this Code.

The implementing legislation for the MTN should not authorize

the President to waive the provisions of the "Berry Amendment" in
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respect to the procurement of ,textiles and apparel by the U.S.

Department of Defense.

General

The Committee recognizes that efforts to liberalize inter-

national trade are constructive and generally supports such

efforts. Such liberalization can be in the best long-term

interest of the United States. However, the Committee does not

consider that the President's authority to negotiate reductions

in tariff and nontariff matters should be extended beyond

January 2, 1980. In the Committee's opinion, the implementing

legislation for the MTN should not grant any authority for future

negotiations. Furthermore, the Committee considers that the grant-

ing of any authority for future negotiations should be handled in

the customary legislative fashion after full hearings have been

held.

May 25, 1979
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Jur:,'t 28, 1979

The Pre.4de nt
The iit ouse
Washington, D. C. 20500

Dear Mr. President:

On behalf of th.e r.--icut1.ral Trcch-.4cal Adv.cory Co-z.rittee for
Trade !:egotiations on Dairyt, I hereby; transm.it the Cca..mittee's
report on the Multilateral Trade Negotiations agreer.ent=
initialed in Geneva April 12, 1979.

This report conplies with cSection 135(e)(1) of the Trade Act
of. 1974 which requires each sector advisory co:nmittee affected
by a trade agrecrnent made under authority of that Act, at the
end of negotiaticns for each such agreement, to provide the
President, the Ccngress, and the Special Representative for
Trade Negotiations with a report on the agreement.

Respectfully,

-..,. /. ,i' , . ', .

Richard E. Redmond
Chairman
Agricultural Technical Advisory Committee

for Trade Negotiations on Dairy

Enclosure

5T CuY L'U¥ AVAILABLE
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i+L'otrt ,tf thle . -ic.11 t. i Wer':".!~c. .xis. ....1: r;A: - -;tie, ; -
l'raJe !v It iL it ir L n D. iry

on iclc
';u ~ t t , 'Lr ;¢,.

li t.:> i i.;i C Icv'a, Apri 1 1 , 1, :

Th:is 's t:c final 'c port by the ;.'riculcua.L Tcchnicali
Advisory Comr.UitLce on Dairy regarinrg tle )uiltiL.,terai Trade
Ne.otiatiolts. This report has been developcd fro-,. the infor-
maclion avaitable cn the dairy negotiations and i.7;:cmentir.
lgislation.

Recommmecndations

The Committee lhas stated its positions in the past as
follows:

a) Section 22 dairy quotas are absolutely necessary to
assure the wcll-beint of the U.S. dairy in'us'try aLd shou1i
not be considered a negotiable item in the :i'':l (letLtes of
August. 26, 1975 and February 11, 1977).

b) The adjustment of country-quotas on non-subzidized
dairy products within established quota levels may be
considered; but, the expansion of quotas is not
acceptable.

c) All direct and indirect export subsidies should be
eliminated.

d) No subsidy agreement should include an "injury test"
prior to the implementation of a countervailing duty.

The Committee reaffirms these views.

The Dairy Committee made very few requests and offers
because most major milk producing countries have domestic
price and income support programs for dairy. These domestic
programs are not subject to significant changes as a result
of t he MITN.

BEST COPY AVAILABLE
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t ..1' o; L- ' " : c t' _ cO;.: t , .' s :

1. The U.S. proposed ;-nd accept±ed a subsidy :o.!, rh :.

specifical I rrqurcs an ijury test priut to couna rvailii:.,

2. The U.S. has anreod to cxpand Section 22 quotan o,-

cheese to at least 111,000 netric tons annually. To t;.::-per

the ti.pact of this conc::;:ioin, all cheeses (except certain

specialty cheeses) shall cone under Section 22 quotas.

This Committee recommended th;tt any significant increase in

quotas, such as the one proposed, be phased in over a period of i

to 7 years in order to permit adjustments in the U.S. dairy

industry.

The expansion of cileese quotas currently envisaged do not

call for a phasing in over several years.

3. Im.ports of cheese ,:ithin the new quota will be

Ilow'ed to enteg this country through the use of export subsideisc.

%ountermcasures shall bu applied on subsidized quota chcs.e

_hat undercuts U.., wholesale prices.

Based on past experience, tii Connittee feels these

estrictior.s may be administratively and politically
infeasible. Price disciplines have not proven to be accep-

table triggers for action in the past.

eg 4 slati on:

Since the trade negotiators have accepted a packade con-

:aining important items contrary to the Cocnittee's advice,

:he Committee recommends domestic legislation accompanying

.he MTN package include the following.

a) Specification o r the agency that will administer the

subsidy/conterva' ing duty code in the U.S.

b) A detailed procedure as to how proof of injury shall
be determined.

t~~~~~~~~~~l ~~~~~~~~~uc ~~~~~~~~~~~ r.~~~~~~~~~~~~l/l~~~~~~~~~~~) LC1U~~~~~~~~~~~~~~~~LL~~~~~
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c) A procllu:e for forci, :' : .':d i. iL:trtiLve
burlttre'. rac.> to o .e;:ce;s . .. i, c' - " : ni..r 1'.
C U '21 .Z.r~t.; i., r.aesLu ' i..

d) If the proposed ';1'X neaoti;ation ,t.; approved, the
cconouic C iupacL of Lie adccd cheese tquotas on thle U.S.
industcv' i;ii.L be sibscant[a. ac.d.i imediate. Si;nce coil-
cessions were made to obtain sti:if f cant gain. :n thle
non-dairy areas, t!he dairy idl:sry should not bear tle
cost associated with th ese ao::ct:: sions whil oL.c rs rea?
the benefits of gains obtaine!i Lron dairy corncessions.
Therefore, the legislation nac kage should consiider
simultaneousl. to amend the Agricultuiral Act of 1949,
to provide a level of price support for manufacturing
grade milk, at not le.;s than '0 percent parity, for the
next three years.

- 4
Other Comm.ents:

The Dairy Conmittee made a few: requests for tariff
reductions. Some concessions wcre obtained on products ascl
as infant formula and evaporated milk. Although not a major
consideration, these concessions are helpful.

The Committee reviewed the Standards Code, the
Governnent Procurement Code and the Customs Valuation Code.
The Committee also reviewed Codes on Import Licensing
Procedures and Commercial Counterfeittng. It finds all of
these codes acceptable.

.In addition, the Committee has reviewed the International
Dairy Arrangement and finds the one initialed by the U.S. to
be acceptable. However the Connittee continues to urge that
no arrangement dealing with maxiau:i prices be entered into by,
the U.S.. The Committee feels very strongly that in thle for-
mul.tion of the delegation to all councils s;t up by the
Codes and the arrangements agreed to in the ISTN: e.g., the
International Dairy Arrangement, th!at there nust be ;rov -
sions by either the Executive or Legislative Branch of thoi
U.S. government, that wou';i insu:re .te prt.icipatioi or pr-
vision forc participation of privaie .ndtusLry advisors Lu~ LhL:
U.S. delegation to this council.

The Co'.miittee recomwends that if this legislation is
passed by Con:;ress, its provisions iusL Ie rigorously
cnforced and all nccessar) runds to i,:;ur.! such enfor:.c n'.n-
should be appropriated by Connrcsc.

BEST COPY AVAILABLE
50-151 0 - 79 - 39
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The Committee welcomes this opportunity to make a final
report of its views on the MTN implementing legislation per-
taining to Dairy. This repdrt was drafted by the following
named members of the Committee and sent to all other members
for their comments:

Richard E. Redmond, Chairman
Dairylea Cooperative, Inc.

Robert F. Anderson, Exec. Director
American Butter Institute and

Nat.ional Cheese Institute, Inc.

Donald E. Ault
Director of Corporate Planning
Land O'Lakes, Inc.

Douglas Caruso, Manager
Farmers Union Milk Marketing

Cooperative

Alvert J. Ortegq? Jr.
Dairymen, Inc.

Clifford Schumacher
American Milk Producers Institute

James E. Click, President
American Dry Milk Institute

Betty Patrick
Milk Producer and member of
American Agri--Women
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June 18, 1979

Honorable Robert S. Strauss
Special Representative

for Trade Negotiations
1800 G Street, N.W,
Washington, D.C. 20506

Dear Mr. Ambassador:

On behalf of the Agricultural Technical Advisory Committee
for Trade Negotiations on Fruits and Vegetables, I hereby
transmit the Comnittee's report on the Multilateral Trade
Negotiations agreements initialed in Geneva April 12, 1979.

This report complies with Section 135(e) (1) of the Trade
Act of 1974 which requires each sector advisory committee
affected by a trade agreement made under authority of that
Act, at the end of negotiations for each such agreement, to
provide the President, the Congress, and the Special Represen-
tative for Trade Negotiations with a report on the agreement.

Sincerely,

Donald M. Rubel
Acting Chairman
Agricultural Technical Advisory Conmmittee for

Trade Negotiations on Fruits and Vegetables

Ehclosure

Y
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Interim* Report of the Agricultural Technic! Advisory Committee
for Trade Negotiations on Frui',s and Ioqetabes

on the
Multilateral Trade Neer .iations Agreements

I. MTN CODES OF CONDUCT

INTRODUCTION

The Fruit and Vegetable ATAC welcomes the development of the codes of
conduct negotiated in the Tokyo Round. This is a step in the right
direction. It recognizes the importance of non-tariff barriers to
trade. These barriers have not been dealt with in the previous tariff
negotiations. Moreover, the GATT has been unable to make progress in
removing or liberalizing non-tariff barriers to trade.

SUBSIDIES AND COUNTERVAILING DUTIES

The importance of measures designed to prohibit or limit the use of
subsidies in exnort trade is recognized. We are told that the subsi-
dies code is tt lest that could be negotiated, although it sanctions
the use of subsidies in certain instances.

This code requires proof of injury to U.S. producers if countervailing
duties are to be applied against foreign subsidies. With the experi-
ence that fruit and vegetable producers have had in the past in demon-
strating injury, it seems likely that the code could disadvantage U.S.
horticultural produce)s. In other words, the code sanctions certain
subsidies by foreign producers and requires U.S. producers follow
procedures which are difficult, if not impossible, to provide counter-
vail action against foreign subsidies.

SAFEGUARDS

The objective of the draft safeguards code as initially proposed is
sound. However, the Committee does not agree that the developing
countries should receive special and differential treatment. In other
words, safeguard action should be invoked without discrimination. Also,
the Committee recommends that in such a code the definition of perish-

*This is the report as of June 12 based upon information known by the
Committee at that time. Examples of further information that the Com-
mittee needs to draft a final report are: complete information on
tariff concessions by all countries; fully negotiated codes of conduct;
and, full information on country negotiations not yet completed with
special reference to Mexico.
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able agricultural commodities should be "as defined in the Perishable
Agricultural Commodities Act of 1930*." This would clarify the defi-
nition nroposed in the former code which is not acceptable.

STANDARDS

We favor the objectives of this code--to assure that technical regula-
tions and standards should not create unnecessary obstacles to interna-
tiona, trade, to provide for open procedures and public participation
in standards development.

We oppose code provisions which require adherence to international
standards in settlement of disputes.

We would be opposed to any interpretation of the code which would
undermine the USDA's phyto-sanitary requirements designed to protect
plant life or health and the FDA standards designed for consumer pro-
tection.

The existence of an international standard, which is usually a minimum
standard, does not mean that its specifications are "appropriate"
in a particular country. For example, the U.S. Fond and Drug Adminis-
tration has attached one or more "specified deviations" to each of the
Codex Standards accepted and implemented in the United States. Strict
adherence to the Code would not permit this.

The ATAC believes that the best way to resolve difference in professional
judgment, as in the case of food standards, 'is through bilateral discus-
sions. The Code provisions for dispute settlement of such technical
issues are not workable.

GOVERNMENT PROCUREMENT

The Fruit and Vegetable ATAC believes that the code should not apply to
the purchases of foods.

CUSTOMS VALUATION

The Fruit and Vegetable ATAC supports the objective of the code on
Customs Valuation--to establish uniform standards to be applied by
customs officials in determining thr value of imported products for the
purpose of duty assessment. It will eliminate some controversial and

*46 Stat. 531; 7 US Code Section 499a. The definition is as fcllows:
"...The term 'perishable agricultural commodity'--(A) means any of the
following, whether or not frozen or packed in ice: Fresh fruits and
fresh vegetables of every kind and character; and (B) includes cherries
in brine as defined by the Secretary in accordance with trade usages;..."
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protective features cf the customs valuation practices of our trading
partners such as use of highest market price available as the customs
value.

For the sake of uniformity, (with most of the rest of the world' the
United States should also fix its customs valuation on a delivered
basis.

II. FOREIGN CONCESSIONS AND U.S. OFFERS

The Fruit and Vegetable ATAC is generally satisfied with the foreign
offers in response to U.S. requests for concessions on fruit and vege-
table items.

The United States has offered relatively few significant concessions in
the horticultural area. Concessions which were granted over our objec-
tions were those on potatoes and potato products, and on cut flowers.
Other products initially offered in response to foreign requests in the
horticultural area subsequently were deleted from the U.S. offer list.

We are disappointed over the depth of duty reduction given by the United
States. For fruit and vegetable commodities, it exceeds that received;
by a ratio over 2 to 1.

The overall ATAC view is based upon the status of the MTN as of June 10,
which does not include a settlement with Mexico. From the outset, this
committee has stressed the importance of achieving meaningful reciprocity
with Mexico, particularly in the horticultural area. Furthermore, the
ATAC view is predicated on the assumption that the U.S. successfully
will prevent the introduction of any non-tariff barriers by foreign
countries which will mitigate the value of the concessions granted to
the United States in the MTN.

III. REORGANIZATION

The ATAC members were interested in the discussion of a reorganization
of foreign trade functions in the Executive Branch and the suggestion
that these functions be combined in a Department of Trade and Commerce.
We oppose such an arrangement. in our view the interest of U.S. agri-
culture will best be served by a continuation of the present system in
which all of the major U.S. interests have an opportunity to present
their point of view to the President's Special Trade Representative.
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Naticial Ccu)cil of Farn)er Coopera iive3
100 M'.ASSACHUSETTS AVENUE N.W. * · WASH GlGTON, D.C ,3"0;G 6 TELaiiO;IE O02) 659 -12'

19 June 1979

,;h President

T::c 'Tite lHouse

Washington D.C. 20500

Dear Mr. President:

Cn behalf of the Aricultural Tcchnical Advisorv Cor.:.iittce for Trade

..:oiatio:! s on Grain and IFud, I hceorb tranilait tie Co:-..:.:tte's rc-

on the :!uliil:.erl TraTde ::i;etiadtions agrcrln.cnLs initialed in
,e::eva, April 12, 1979.

This report complics with Section 135(c)(1) of the Trade Act of 1974
-:;:ich requires each sector advisory co.--mittee affected by a trade agree-

m.ent Inade under authority of that Ac:., at the end of negotiations for

each such agreeme.nt, to provide the ?resident, the Congrcss, and the
Special Representa:ive for Trade ;:cgotictions with a reporc on tie agree-

e;cspectfully,

Glen D. llofer.

Chairman

Agricultural Technical Advisory Committee
for Trade Negotiations on Grain and Feed

Enclosure

Gil/ res
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Report of the Agricultural Techniral Advisory Committee for
Trade Negotiations on Grain and Feed

on the
Multilateral Trade Negotiations Xgreements

Initialed in Geneva, April 12, 1979

The ATAC Committee notes that American wheat and feed grains producers
have gained nothing in the negotiations to reduce the trade barriers
maintained against their products by almost every country in the world,
amounting in important cases to more than 100 percent of the price
received by farmers for wheat, corn, and other grains. Neither have they
gained any improvement in prices through an international wheat or grains
agreement. Thus American grain producers remain among the most seriously
injured of any producers in the world market and are further disadvan-
taged in comparison to grain farmers in other countries in that they
receive alk-ost the very lowest level of governmentca price support in t:he
world. Few .mericans have .ore need to receive improvements in terms of
international trade than American grain farmers, and the outcome of the
negotiations, therefore, is a severe disappointment.

The Committee reviewed the proposed agreement scgments dealing with Codes
on Technical Barriers to Trade, Government Procurement, Licensing, and
Customs Valuation. We found no grounds for opposing or suggesting i.prove-
ments in any of the language -ubmitted to our Ccumitte for consideration.

In the Code for Subsidies and Countervailing Duties; we find an area of
higher potential impact on grain trade. Provisions in the existing-
Article XVI:3 of the General Agreement already require signatories to
refrain from use of export subsidies in a manner injurious to export
interests of another signatory. Those provisions have been notably inef-
fective in restraining an important grain e2xporting nation fron
aggressive and injurious use of a special ,heat Subsidy to move its
excess stocks of wheat in a manner contrary to the spirit. of the
agreement.

The language of the Code on Subsidies does not rremove the threat of
unfair subsidy or other uneconomic pricing practices. The Committee con-
tinues to believe that anything short of total abandonment of such ?rac-
tices poses the risk of inhibiting the U.S. in its effort to Craintain
export markets without precluding the use by other exporting countries of
direct or indirect subsidies.

In the aitter of the International Grains Agreement, the failure of the
negotiating countries to find a m.utually satisfactory arrangenent rmb-;es
any final commeLt by the Cm-.,ittce unnecesary.

I
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Recognizing that the results of the request-offer procedure for basic
grains falls short of the Committee's original hopes and recommendations,
we are of the view that, in light of the circumstances, the result
obtained are acceptable.
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Peter E. Marble
71 Ranch
Deeth, Nevada 89823
June 19, 1979

Honorable Robert S. Strauss
Special Representative

for Trade Negotiations
1800 G. Street, N.W.
Washington, D.C. 20506

Dear Mr. Ambassador:

On behalf of the Agricultural Technical Advisory
Commitcee for Trade Negotiations on Livestock and
Iivestock Products, I hereby transmit the
Committee's report on the Multilateral Trade
Negotiations agreements initialed in Geneva April
12, 1979.

This report complies with Section 135(e)(1) of the
Trade Act of 1974 which requires each sector advi-
sory committee affected by a trade agreement made
under authority of that Act, at the end of nego-
tiations for each such agreement, to provide the
President, the Congress, and the Special
Representative for Trade Negotiations with a report
on the agreement.

Sincerely,

Peter E. Marble
Chairman
Agricultural Technical Advisory Committee

For Trade Negotiations on
Livestock and Livestock Products.

Enclosure
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loport of the Agriculturai Technical Advisory Committee for
Trade Ne3otiations on 'ivestock and Livestockl Products

on the
'ultilateral Tradae gdotiatione Arceaments

Initialed in. Geneva, April 12, 1979

1) The LTAC has consistenoty recommended a multilateral
approach to reciprocal access and tariff reductions that
would be implemented over a five year or lonaer period.
The Committee's objective was to establish a condit:on oz
Alobal free trade that is oriented to private enterprise-
at market prices. For meats, the tar;et was access that
is equal to the greater 5 pounds per capita or 52 of each
national tarket for beef and pork, (The same access was
proposed for poultry although the latter wso aot within
the Committee's advisory jur, adcltion).

In general, the Committtee ur~Pd eventuaL ti.ninatin ot
all_ov.ernwmental rJ;ulatory iediin.nts to toi : int:r-
national trade os moat. livestocK and by products.

lad the foresoinE apbroash beens implemeted by U.S.
polie' makerns t.he Committee believes that the additional
U.S. potential for trade in meats end bL products wouid
have easily reached 10 billion dollars within the next
five years. 3ear in mind this outlook was predicated on
the opportunity to ship as little as I pound of hi;h
quality poultry, pork and beef to the developed markut
oriented economies of the world.

2) both the U.,3..A. and Special rradoe apresentativu's
Oftice substantially rejoctod the advice of th Coanicttee
as unsound and impractical based on their pereception or
historical and political realitios. Instead, the U.s.
Government folloved a program o: limited bilateral ne-o-
tiations which fundamentally sustain the rigid, unila- .
taroal protectionism that is associated with arbitrary
quotas and hiSh tariffs.

The net incremental 'Trade acka;__ potentLiaL or 'U..
lxvesto ck,_eat and by produc s l aesttiated to mot
exceed 300 zillion dollars under t, crCcuustances ciat
the U.S. has agreed to.

3) The Couaittee belivdas there 'wre roral, .. coolnc and
humanitarian imperatives which relate to;

a) Necessary farm and busincss
production laceatives;

3) The adequacy oi lai;,a quality
conusmer supplp ast reasonale:
prices,

c) World food resacrvd and Starvation

BEST COPY AVAILABLE
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which demanded a coutraeous insistance upon adoption of a
gradual-but certain - redirection of farm, food and
trade poLicy toward the principles oi 'comparativo
production/cost/price advanta3a,' "marlot place
economics' and 'reasonable reciprocal trade.'

Not surprisingly, whvbilo our trading partners vere intran-
sigeat in their unwvillinaess to considez abandoiment of
unilataral protoctionism, The Committee finds much
3reater fault with the broad spectrum of the U.S.
Bureaucracy which at all looels failed to honestly and
eagtrersalvy endorse the concepts of offective ul'tiiaj-
t3ria,. private harkiet place economics and individual
enterprise.

4) The Committe ve wants the record to clanrly show that ita'
raconmendations were in effect and substance rejucted.

As a reult, efficient, abundant hil ualt .- ,.
Agriculural production anoi .arxetin- pot-ntiai' wiL
reuain under utillizea. Consusur supplies oi seat and by
producta will be less and prices hiAner than otherwise
could or should be the case. U.S, and world cyclical
production and price will continue to fluctuate more
violently and agonilinagy both for producers and con-
sumers than need be the case. And of course moot unfor-
tunate oi all, those who have the least food will
continue to exist with less than could otherwise be the
case.

5) Further, the moot incorrect aspect o! the Trade P3cka-;n
is not the iact that that tle Adnlniatration za'led4 to
obtain reasonable export opportunities for U.S. food and
by products. The issue of true reciprocity was never
seriously advanced. Aeal disappointment lies in the fact
that the U.S. Livestock and Heat Industry continues to be
threatened by;

a) Political manipulation of reasonable
and etabilising regulations of U.S.
inports (l.e. the '64 f;!at Import Lav
and Voluntary aestraint Pro~ram),

b) Unilateral reduction in U.S. tariff3
(i.e. reduction in U.S. beet and wool
tariffs, etc.) without concomnttant
concessions;

c) Over emphasis of U.S. ieeoattff export3
and the deveiopoent o. ovra. ss procueshis
tac'Itites to the dotrtaent o &'n i3 tud
food ane ay product .e:port opportun:.te
(i.e. anet, leather, etc.) and

d) wiaulinaness to denand trade conditions
equal to those pernIttjd industriai
iaports. BEST COPY AVAILABLE

BEST COPY AVAILABLE
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6) Ptnally, the Committee is o. the opinlon that cr.ation oa:
_Cabina t _lv.il Trrade Depart__ent Is 3oc necssary.

Ihat U.S. farm producers and the 'ood industr7 need is
less government bureaucracy standing betwesa tbuselvnQo,
the marketplace and consumer.

To be effective tn the future, p4y . tCe secctor Trade
Poliey Advisory Con iq tcs ohould b _.u _n tna. .inancia Il
_ranizationaa and staa ~ ._incepndcnea tia_.vl'l_ ert__
thet rud.u ments to be hoard. Vespodend to and
tplemented.

Enclooed please find additiooal attachments vhich relcCt
more speciLic attitudes oi the Committee and it's indivt-
dual members.

fr -% % -A A I A
C - _ I . A . .,. , -.. ... .
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January 15, 1979

MEMORANDUM

To: Members of Agricultural Policy Advisory Committee
Chairmen of Agricultural Technical Advisory Committee

From: Agricultural Policy Advisory Committee on Livestock
and Livestock Products - Peter E. Marble, Chairman

Subject to continuing review and reconsideration of the Adminis-
tration's completed trade negotiations and their final recom-
mendations relative to trade liberalization, the Codes, the
Meats Arrangement and changes in U.S. law, the Livestock ;T.C
offers the following observations and advises that as of January
11, 1979:

1) It reaffirms its previous trade policy advice as reflected
by the attachments labeled Exhibit A.

2) That current drafts of the safeguards and subsidy codes
are unsatisfactory and inimical to the best interests of
the U.S. for the reasons stated in attachments labeled
Exhibits B and C, and for other reasons.

3) The trade proposals associated with the Adcinistration's
So-called Trade Package do not represent sisnificant,
reciDrocal or equitable liberalization of trade access
rei-ating to the products which are subject to advice of
this ATAC.

4) Adoption of and participation in the proposed Meats
Arrangement should be approved only if the sense of the
follo;:!ng recommendation is incorporated into the Council'S
procedures:

a) All proposals, studies and evaluations :elatinc to trade
liberalization and G.A.T.T. obligations shall be sub-

* mitted to a panel of commerical livestoa; owners anc
operators for their advice before consiLaration by the
Council.

b) Each signatory to the Arrangement shall have the right
to appoint up to 3 Advisors to a "so-called" Producer's
Panel (to accomplish paragraph a). The Advisors mus,
be qualified by reason of curr2nt cm mcr.-cial beef cattle
ownership, manacOrTnt resnonsibi it an. ncn .in.acicn 2"

reprcsreniat ive prec.z.... crcanilaticns c- each mu. tnzer
participating country.

bc-ai Wtr AVAILABLE

I
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5) The Marble letter to Agriculture Secretary Bergland
dated January 9, 1979, on '79 Voluntary R.estraints
is attached for purposes of information. (Exhibit G)

6) The E.C./Japanese proposals for access of U.S. beef
meats as reflected in attachments labeled Exhibits D,
E, and F are offered under conditions that do not rep-
resent true grade liberalization either in terms of
commercial practicalities or trade polico principles.
By way of illustration, the net beef quota addition-
ality guaranteed for U.S. expo' ;ers under these pro-
posals would be approximatel 11. million pounds or
1/25th of a pound per capita into the European Com-
munity beginning in 1980. Additional access for Japan
approximates 31 million or one-third of a pound per capita
to be gradually implemented through the year 1983.

The foregoing should be compared against the Committee's
long-standing recommendation that equitable trade
liberalization for U.S. producers and exporters should
incorporate access for not less than one (1) pound per
capita on a unilateral (U.S. Quota) basis or five (5)
pounds on a general (World Wide Quota) basis. The in-
adequacy of the current E.C./Japanese offers must be
further measured against the recent Presidential de-
cision for 1979 to unilaterally grant over 300 million
pounds of additional U.S. access for foreign beef
imports in excess of the provision of the U.S. Meat
Import Act. Trade liberalization: for U.S. Producers
is lacking by a ratio of almost 10 to 1.

7) The Committee reiterates its position and repeated
request that it be furnished in full detail the circwn-
stances regarding the trade negotiations which affect
all product and commodity sectors but particularly
dairy, poultry, feedstuffs and related situations that
directly bear on the economics of the prtducts which
are the technical policy responsibility cf the ATAC.

8) The Committee advises that the international supply/
demand situation for most agricultural prodccts but
particularly meats will continue to favor a policy of
orientation to market place economics as ccntrasted
with complicated, restrictive government management
schemes and so-called arrangements of "concerted dis-
ciplines," government production, price and market
control.

9) The Committee advises against any extensc-. waivers to
the right to countervail d.uring the :.T.:;

BEST COPY AVAILABLE
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10) Finally, other attachments labeled as follows reflect
issues of continuing importance to the Committee. (Note:
The LTAC approved submission of the foregoing text on
January 12, 1979 subject to the priviledge of any Com-
mittee member to attach additional comment, exhibits, etc.,
which might bear on the inadeqa -y or benefit of current
M.T.N. proposals, as time permits.)

/PEM
Attachrmnts
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RESOMIric* '

APLR U?.AL T=C-CML AD.Vi-SCY CC/:AM.:i
ON

IES=C< A,;D LIr-VTC-i P.FC2'JCTS

WIJREAS, Peciprccal trade access is the cornerstor- of U. S. A.ricul-
:al policy, ari*

t'IrEP-S, .l.e U. S. reat and livestcd Ln-'ustfy c.rsistentty s.--crts
msnaSble grzante-es of i!.trtiznal r-ret ac-ss aind t-- eLL_.atica of
itrary tariff _-.d nc.rn-tariff b anid

WHEREAS, Paticular'y iln :_sli-drat.c of l-g t U. S. feedsff su-?luzses,
:ld fcod srho.ra-es andd a..r id t._ 'i _ cacit, iLntars-, --d abilitv
the U. S. meat ard Livestzc: L-.u_ to p-fitny1 s.--ly .- n= c~-.i-
-s of prrduc. at p-cs si- =ciC --IIy less than trise prevaiv1_-.g Ln -.e .3_or
lt irportrig and c- zst:.g c C' ies

.-- E : IT P.CL'-D, .hat the A.ic-!,'l Tehi--c! - .- sor Ccm-
6tee cn :i-. t5-5z=D_, Pr. ._S.,s - -r.Z _

aivooaticn to tre O of Spe zcial Tra.-e .-S -ese -ntai -d , L- oth r U. S.
_ncies a..d dear. -_-.s t! at s.rare res:-si i tv for di .?-- 1.t . of rc
Licy and i..roe-.E_?nz in c-tr~e .,io.s that, evr-y__ if.f_ en-:L usly
Dlied tihrcuo=;h t-he m .. lti-late-ra trade negotiai-c-_ (5s ', C.C. as
3 To:¢yo pod--) ao:,

A. Secare c.r!d-~fder (all c,.t-ies) a-2_ss for all rmeat, ht.-_r-dutcs,
and liestc'd in Zc:z--. ' t= t are not less .-_ thszz _^sc.. aly
eq'u.iv-lent to _.Q acsS c'-res-sl assu-ed L-.- U. S. .'r.-:r.

B. E1;nz-ate va-riale !ezr.es ard oter arbitray resZXic__-z_ crn a
*reciprocal asts.

C. In the c-2e of 'c-ef rat, to sacu-E C'ntr/-b',-C o-~.t. , asss; ecUiva-
lent to rot less t/.in fi:e percriv of dc st-c ro-duc--on cr five
potlIds Fer ca-pita ::.ich-.-er is creater, atd

D. Stage t.2 gzrar.tCe cf such access _-. or-cnatCely over -a fie_-year
ort Such oth.er er ecd as ray seen reascrnable.

E. Make it very cilor -- at cn account of world rrcuctic, _plus ,
nutriticnal, re-erve price, ar-d ot'her suc- farozs it i f o cara-
wount rpo-ta--- t-o =t-e U. S. -at nle~'- '-_ c :zs- -_.s rlat-
ing to trzca access for nrat, y-?rud--s, 2.d ls stcc- - re-
solved wit-L . a.- tL r.-r of tia c..rrnt - .. T.-n. . .z sc scre
indeterminate ceriod in the future.

a foreSoirg is in no way int'_ndad to 1tLit cr dbridqa pre-vious' y trad_ pol.icy
:ccm=.ncnticn f-r-m th-.e ;.-C cn Iivs- -k, r.or does t. foroz.!i-r in arn way
event future an.d cc.tinuing policy state.ents ca any orxi14rics represe:tmd
' the czn.-tte.

BFST COPY AVAILABLE
50-151 0 - 79 - 40
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AMAC on Li.estock ard Livestock Products Pesolution on the Safeguard
Code.

Pdopted January 5, 1978 _

In the opinion both of the merbers of the Livestock
Trade Advio :y Co..mitt2e and USDA analy,st's, the
proposed Safeguards Code would invalidate provisions
of the U.S. :'eat Export, Act of 1964 and the use of the
Voluntary Restraint A.greements.

The Conumittee recogrnies that almost every meat producing
country of the world with the lone exception of t-e U.S.
has periodically embargoed t-ade in meats. Restraint in
beef and meat trade has been wrongly and arbitrarily
employed ouder the guise of "safeguard action" and the
present provisions of GATT Chapter 19. These unfair and
damaging actions have been particularly true of Japanese
and European trade policy.

The LTAC aarees that the Safecuards Code should be
strengthened to prevant "-itateral avoidance of reciprocal
trade responsibility in matters such as guaranteed access
and elimination of tariffs.

However, u.ntil such time as the Western "uropean, Japanese
and other major beef producing and cons-ning countriies aree
to a proceedure for con-.tinuous access, tariff/le'r-/licensing
elimination and an orientation to "market prices" that is
in harm.ony, ; .ith: the U.S. ;Meat I.?,ort Act, the Vo.untary
Restraints and reciprocal policies of free-er trade:

THE U.S. BEEF, AT ANID LIVESTCC' I:DUSTIRY S1OUTJLD NOT BEC0'Z
BOUN!D BY TH-E PDOVISIC:iS OF :_E PROPOSED SAFEGUA,':3 CODE CO
ANY COM'1I T:-NT tC.HIC. ;1CT3ULD HAVE TE- EFFECT OF 1:'.LIDAi']
THE I;TENT CF T'_ 'AT I:PORT ACT ORP TILE ABILITY D' T.IE U.S.
TO RESPOND TO T:HE P.ALTIES OF "HIE IN1TE_'-;ATIO';IAL :'EAT TRA.DE
IN A RECIPROCCAJL Al;i;:ER.

The Livestock T.A.C. will be most appreciative of an acknowledge-
ment and response from both the U.S.D.,. and S.T.R. as to the
acceptability and implementation of the foregoing recorm.mendation.

6..t -6 -i 1 -dd'*ftb0 *'·Z
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Exhibit A

SUMMARY

POSITION OF ATAC FOR

LIVESTOCKI A.ND LIVESTOCK PRODUCTS

June 14, 1978

:

;KGROU"l'D

The product interests of the Cormittee cover over- 1,000 tariff
-ms including tallow, mink skins, leather, wool, meats, frogs, hor-
and pharmaceuticals.

TERAL EC-GCTIATIT'G CBJECTIVmS

(1) Parity of access among raw, processed or prepared (finished)
;. agricultural products. An orientation to market prices that is
'estricted by arbitrary protectionism.

(2) International access for comrodities of animal origin equal
not less than 5,' of any domestic market (based on production andr/or
ksumption figures). This includes beef, lam.b, pork, poult.y and of-

In the case of U.S. high quality beef, the U.S, access recquest is
one pound per capita to be implemented over a five-year period at

: rate of one-fifth pound per year.

(3) Elimination of export subsidies, goverrment price and supply'
iagement, dumping or any other practice which disrupts the private
:ket place. e

(4) Consumer access to world food and by-product zupplies at
:ket prices.' Utilization of bi-lateral supply arran-cments, and
relopment of "nonmarket" country as well as LCC relationships.

(5) The U.S. should restrict imports to the extent that is neces-
:y to protect against a) dumping, b) the destruction of cost-price
.petitivc dcmustic entcrprise and c) the nonreciprocal realities of
:ernational trade practice.

(6) Utilization of surplus fcedstuffs, t;he develc-cr.t of intcr-
:ional food rcserves and food producing potential shzuld be encour-
:d by increasing market opportunities for moat prod;cts. Livestock
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d/or meat represent the most efficient means of maximizing nutri-
onal resources and food reserves.

GOTIATI'O: CBJECTIVZS FOR LVSTCC: , IMEATS A-VID A-NI!r.L BY-PRODU'CTS

(1) The specific E.C./Japanese global (open to all suppliers)
:ess objective for beef meat should be the greater of 5%' of foreign
:ional production or 5 pounds per capita - implemented over a 5-year
:iod at world market prices. Access for other meats should be se-
:ed in proportion. The minimum U.S. E.C./Japanese access objective
)uld be one pound per capita of choice/restaurant quality beef meat.

(2) Access for leather, mink skins, processed animal fats or any
tished or manufactured animal product - as well as 'creadinr.g and
ry animals - should be equal to that accorded live, rawe or unproc-
ed agricultural products.

(3) The U.S. should limit participation in G.A.T.T. or hi-lateral
cements to those which provide for reciprocal access at market
:es and establish procedures for resolution of collateral agricul-
1l issues.

(4) The U.S. should take the lead in calling for ',:orld access

a) is global versus bi-lateral - premised on princiDles in-
corporated z.ithin the U.S. Meat Import Act and Voluntary
Restz iint Agreements:

b) is oriented to trade equality between processed or fin-
ished products and feedstuffs or live animals;

c) is free from governrental suply/price mar':et regulation
as differentiated from farmer income supplementation
schemncs;

d) rejects the present GATT/MTN negotiating protaccl and
Secretariat management bothl o2- which favor the old un-
workable solutions of the past, the status quo and
national protcctionism.

(5) The denial of access to agricultural rae% materials by a
:ry should be considcred a subsidy on the export of processed agri-
Lral products derived from that raw material and subjcct to coun-
,iling measures.

BEST COPY AVAILABLE



605

. OFFERS AMD REnUSrS --

, In certain instances U.S. offers that have been tabled do not
·e with the recommendations oL the Cormittee: The tariff reduction
:he fresh, chilled and frozen beef items 10G.10 and 106.20 did not
iude the conditions stinulated. Our recomrmendation on offers on
5 items Fwas that no offers were to be made unless they' were con-
':ned on cor.ccmitant granting of access for these itms by the E.C.
Japan. The Committee unanimously urges that unless our conditions
reinstated, the offer be withdrawn. Similarly, our recormendati-n

t tariffs on finer wool, tariff items 306.31 through 305.33, not be
Dtiated has been ignored. The Committee requests that offers on
se wool items be withdrawn. S.

Following the review of the U,S. of ers to other countries and
ir responses to us, as presented, we believe that in viec! of the
ally inadequate responses from other countries to U.S. requests as
pared to the generous U.S. offers, and the evidence that other
ntries are not tal;ing the negotiations seriously with; respect to of-
ing meaningful concessions, wre wish to reemphasize t.e previous
ommendations o- this Committee hinich have been submitted to you.
also wish' to recocnize and e:-ress agreement with taoe statement by

that iZf tlhe United States does not obtain reciprocity and some-
ng meaninr.Zul for agriculturn you wrill iwithdraw U.S. concessional
ers. Ue w:ish to restate to you. our suport for your publicly
ted position. The above was agreed upon unanimously.

'~ EGUARDS CODO ----

'thile favoring measures to insure against arbitrar! market pro-
!tionism and while supportive of safeguard obligations that guarantee
.sonable mnni4m-um levels of market access, the Livcstc:;k Technical
'isory Cc.mittee recc-,ends against acceptance of any -modificationr
safeguards that would prevent a-plication of the U.S. i.eat Im.ort
:, implementation of V... 's or the -le::ibility of reasonable response
tinst dumping c::port subsidization as provided under Section 204 of

Agricultural Act of 1955.

The LTAC specifically requests that developing countries not be
Lnted special treatment under a proposed safeguard cce.

-.L;. , COD - _

The LTAC zsuports in general the governmcnt objectives outlined
its preoentation paper. How.icver, the Cor-.nmittLe rcsc:ves the right
fuu'- ... . '2,- n2 . 12 4 ech:,i -.. l i-'....l.tation as more information is
* , . i 'nl.

BEST COPY AVAILABLE
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3SIDIES CODE * -;

The LTAC finds th-at in principle the use of subsidies for any
.pose, particularly in thc e:.,ort of agricultural products, is %wrong-
. and injurious to the hest interest and stability7 of private enter-
.se, and to least cost advantage in nrcduction and .ark;eting, :..o
·angements %which limit the right to countervail aci-inst or prevent
e:port subsidization in the meat/livestoch/animal or by-products

:tors should be permitted. The LTAC does not oppose some accomrr.oda-
in to trade. in agricultural subsidized products :.hich are the subject
international agrements in iwhich t'here is specific provision for
)ort subsidization.

4

TER1iEZT PntC CU!RE:',-T CODE

The LTAC opposes U.S. participation in the gove:rr.n-.t procurement
le. Among the reasons for the Cormnittee's objection are:

(1) The dangers implicit in the implementation of the code far
.teigh the possible benefits to merbers oZ the industries represented
this TAC.

(2) The size of the possible benefits is one-sided to the detri-
it of U.S. industries.

(3) The difficulti3s of achieving open procedures in most coun-
.es seem in-urmounta'le in their practical applicatiors.

(4) The threshold values contemplated offer no protection to U.S.
.,pliers but could practically eliminate U.S. access to many foreign
*ernment procurements.

(5) Specifically, woolen clothing and leather rroducts made frcm
commodities produced by some of the mermers of this TAC would be

.ced in severe jecoardy by the code obligatioln.

TO:iS VALUATTrOT CCD' C

The proposed changes under this code can have severea inmplications
the t:oolcn products manufactured from the wurol su-plied by members

this TAC. Special provisions should be included in the code to ad-
ss the needs of this industry.

AUGr:,-'t 0't PCVI:*TT Vr'.T - -

The TAC ;as been 2'Cllow;ing the develorments regar-c.ng the pronosed
t agrements . So far, however, insufficient infor-.aJ-ion is avail-
c on wlhich to base reconuendatoio ns.

BFST COPY AVAILABLE
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Exhibit B

IBNJECT: Safeguard Code

EPARED BY: P.E. Marble, Chairman, Aqricultural Trade Advisory Ccmnittee
on Livestock and Livestock Products

?inion: Implementation of the January 10th S.T.R. presentation on
the Safeguard code ~:uuld be adverse to the U.S. Beef Cattle
and Meat Industry. The beef sector should be excluded fran
the Code for the fcllowing reasons:

(1) The U.S. is unique amongst all other tradLng nations.
It is both the largest producer and largest inporter
of meat (particularly beef) products. RkP.edial pro-
visions of this Code siLnrly do not fit the realities
of existing and anticipated dromestic markaeting con-
ditions.

(2) The largest potential markets for U.S. F;d beef
(i.e. E.C., Japan and many L.D.C. centers of tourismn)
are oriented (daninated) by goverrnent ranagerent and
subsidy programs on the one hand. The U.S. meat ard
livestock industry operates virtually without govermrrant,
market, production, or price controls. On the other hard,
a situation is created under the prcosed Safeguard rules
whereby it would be virtually irnossible to justify U.S.
access into any of the important foreign consnming areas
on account of the interference that wouild be cause to
foreign subsidy intervention buying, storage and other
such programs.

(3) Safeguard re.lief for U.S. livestock prodc-:ers would be
difficult because:

(a) Imports must be shacn to be the "principal" cause
of injury. The criteria necessary to prove injury
are very similar to thcse nc. recu _-ed by I.T.C.
under Sec. 201 of the Trade Act of 1974. It has
been amnly darcnstrated in previous cases t.hat .-ese
criteria are not appropriate for t-.% livestock sector
and as a result, injury is almost 4--ossible to pr'~ve.
(See Chapter 1, Pages 5 & 6).

(b) Required proof of injury must relate to increases in
imports irrespective of producer's financial cor.di- .ion.

(c) Investigations and findings of injur-; are vested with
each signatory's own "dcmestic acer-.'." No other
meat e-,cr.-ti. ccur.-/r hs :ac_ t ;f _-n, ,-.'d. _i-v- ve
or impartial prcccdunzs for d-tcr. '-n Lnu r- .S _2-3
the U.S. (i.e. I.T.C.). There is r. assur.nc of t:2
development of foreign procedures radar the Czde which

BEST COPY AVAILABLt d assure equity and fairness fcr U.S. producers.
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(4) The Code incorporates a bias favoring tariff increases and
discouraging the kind of quantitative regulations (fcotnote -
page 10) that is provided urider the existing U.S. S.'eat Import
Act and U.S. Voluntary Restraints. Paragraphs 1 and 2, page
11 would disallow the U.S. feat Import Act.

(5) There is no rmntion or provision within the Coda that guarantees
the permanancy that recognrizes the legitimate arpiicability of the
U.S. Meat Import Act in fact or principle.
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Exhibit C

BJECT: Subsidies (and Anti-Dumping Code)

EPARED BY: P.E. Marble, Chairman, Agricultural Trade Advisory Cammittee
on Livestock and Livestock Products

inion: Implementation of the January 9th S.T.R. presentation on
the Subsidies code would be adverse to the U.S. Beef Cattle
and Meat Industry. The meat sector should be e.cluded frro
the Code for the followirg reasons:

(1) The Code validates and promotes the cor&ne-t of subsidies
and gaiernment regulation of agriculture. (E-1 & 4,
pages 15 & 16).

(2) Injury relief of reasonable domstic stabzlization ,ould
be denied to U.S. producers by virtue of being unable to
prevent entry of subsidized products unless:

(a) Import prices undercut local market prices (D-3,
page 15), or

(b) Imports secure more than an "equitable" share of
the (U.S.?) market (D-1 & 2, page 14), or

(c) Imports could be proved to create greater injury
than other (dcamestic) circ -stances c_ market dis-
turbance. (See F pages 9-11, notice i,2,3 & 5) and
(A-1 footnote 2, page 3)

(3) The relief procedures could prevent reasonable G.A.T.T.
remedies from injury for over a year and as a result
create irreparable injury. (paragraph 14, page 5).

(4) U.S. producers of unsubsidized production ould be denied
E.C./Japanese and other country access cn -he grounds of
constituting injury (interference) with foreign support
prcgrams. F.4. and related paragraphs, pk--es 9-11).

(i) L.D.C.'s would not be bound by the genTr-al subsidy pro-
hibitions on the one hand (i.e. low qualit, exports) but
could prevent U.S. imnortations of high q=ality U.S. fed
beef on the other. C: 2,4 & 6, page 21).

(6) U.S. unilaterally imposed safeguards agaisnt foreign
subsidies %..ould be practically and effecti.ely preventcd
by VII 1, page 22.
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(7) There has been a failure to develoo an illustrative
list of export arid production subsidies that would
not jeopardize the richt of the U.S. mieat industry
and cattle producers to develop export .-arket.
(Page 25 Annex A - see asterisk note).

(8) The Code would impose a stifling layer of International
regulation and bureaucratic procedure .-ich t.ouid
eventually eviscerate tkhe private markez place orien-
tation of U.S. Agricultture and the cattle, pork, lamb
and poultry sectors particularly.
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* HICGH QUALI'Y BEr' CCLlDjC A

1, The EC agrees to establish A tariff line for high quality

beef at a fixed 20 ' id valorum duty (levy free). This beef

shall be defined by either of the two following definitions

(subject to verification) and certified to by exporting

country

i) Beef quarters, wholesale cuts, boneless primal and subprical

cuts or portioned steaks from carcasses possessing the follo-

ving characteristics :

A) Minimum external white fat covering over the ribeye muscle

at the 12th rib of .4 inch to .9 inch.

: 3) Carcass weight of 600 to 850 pounds.

C) Minimum ribeye area at 12th rib - 9 square inches.

D) 'Maximum Age - 30 months. Carcass must have no visible

ossification of cartilage buttons over tip; of spinous.

processes associated with the Ist through lth thoracic

vertebrai.

E) ,ILnimum internscular fat intermingled in lean of lcr.issi_'-

(ribeye) muscle at the 12th rib as sho.-n : hotoZraphic

standard (equivalent to modest or fat ccn;.nt of lean oc

6.0 minirmum, wet tissue basis, for longiz.i-us). :CTE : This

will not apply to other muscles of carcass.

F) Color : Lean rust be a bright, cherry red color at time of

cutting of carcass.

* a) Fresh chilled carcasses or cuts must be -: a temperature

(internal of ribcyc musclc) of less tha-n i degrees C ;i.en

packed for chipment.

ii) Carcasses or and cuts from cattle not over -' months of .-e

which have been fed for 1C0 cays or more on a nutritionally

balanced, hig-h c.cr-,/ fced crnccntraticn rc !cu containir. no

less than 70 percent grain, and at leat Z- 'oundc ;oral 'od_

per day.

BEST AVAILABLE COPY
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It should be noted that U.S. beef which is graded USDA choice or

prime will automatically meet the definition of one of the above.

2. The level of import under this tariff line shall not be quantitati-

vely limited. Ho.weve-r, if import levels reach a level which d&ist--b

the E.C. internal ma.ket the U.S. delegation agreed to enter in

oonsultations in octer to resolve the situation.
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Exhibit E

BEF

The two Goverrrents will exert mutual efforts to exDloit the demand for
hialb-cqality beef with a view to realizing by JFY 1983, .ithin the hotel
and general quotas, an increase in L-gpcrt by 14,000 tons on a global
basis in accorcdance with the follc:wing schecule:

JFY 1980 4,000
JFY 1981)
JFY 1982) 10,000 (to be disturbed approximately
JFY 1983) ecually each year)

Total increase 14,000

The Japanese GovenTr--nt :will er.deavr, on its eart, for t-e realiza-iocn cf
the said increase in ir-tort, to facilitate the Luorrt of high--:.zlity beef,
based on the definition of hich-cuality beef and import faci;i-iatin measures
as agreed on in April 1978.

In case a demand is created over the levels mentioned abcL.,e t--ouch the efforts
of export dealers for the exploitation and exp.ansion of dc-,-n focr hich-._ality
beef, tlhe import of high-quality beef over the said levels s.11l nct be hin-
dered.

The t.n Cove.rrnents will evaluate near the end of JFY 1982 t.-. patterns of
irrortation and derar 3. for hia-ch- uali¢v beef as def--ed aicve. Based on rhis
evaluation and the nrosz-cts fcr the future da.d-su=nly re a.ionsh;ni for beef,
the JacFarese Goverrrent .will consult with the United State-s C-ver.--. cn :..ias
to ftuthe ex ,-pand the irLortation of high-cuality beef in 19°4 and t.ere-ft er
to the mutual benefit of both cou~ntries. Pa.rther such cor.s u.-Oations will be
scheduled during the course of Tokyo Pound implementation -eriod on a biennial
basis.



614

PEhibit F

FRESHI CHILLED LTD FROTLZ BEZF

The U.S. agrees,to operate its import zystem of fresh, chilled

and frozen beef in such a manner as to %llow access for 5,000 l;.T.

of E.C. beef from member countries free of foot and mouth disease.

The E.C. will administer the allocation of this amount to member

states.
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Exhibit G

Peter E. ':arble
71 Ranch
Deeth, NMc-ada 899323
January 9, 1979

rhe Honorable Bob Bergland
Secretary of Agriculture
United States Department of
Agriculture
gashington, D.C. 20250

Dear Mr. Secretary:

rhe President's recent directive to the U.' .A. a-nd State Depart-
nent on '79 beef importations demonstrates an outragcous disregard
for U.S. beef producers, consumers, the law and market oriented
enterprise.

rhe Department and the White House have again "played politics"
at the cost of common sense and sound economics. The ultimaate
.onsequences of the June and December decisions to manipulate
imports in excess of equitable legislated formulations and the
iovcemb;r veto will ultimately discourage production, raise prices,
ieaken the U.S. Agricultural complex and make Americans more de-
)endent upon costly, low quality foreign production.

rhe whole circumstance of the announced '79 voluntary restraints
cepudiates and undermines the MTN negotiating process for U.S.
Lgriculture. Equai market sharing cpportuntics fo- U.S. farmers
.ontinues to be put down. Recent V.R. increases W thOut the ex-
Thange of one single E.C. or Japanese Agcricultural trade concess-
ion of consequence is ruinous to the American syszem of private
Earm enterprise.

rhIg precedent of imposing periodic bureaucratic ma-inulation on
in industry %whose cycles of decision making and pr:duztion are
)f ten year average duration is absolutely suicidal for the con-
:inuance of independent farmer enterprise.

[t almost goFs without saying that the main issue at hand,is that
)f stabilizing future market prospects so that dcmnstic livestock
?roduccrs are assured reasonable long term returns,and thereby,
3ncouraged to maintain optimum numbars.

Aiterally adhered to, the formulations under the '64 :!eat Act does
just that. The recently vetoed amucncment would ha:e done it
:etter. W'hite H1ouse di srcard of legislated 'ormulatiens in the
-ace of continued h cjih icvels of U.S. per canita .- ;: prodiuction
ind inflat-icn courllcl : iti% ab-oluI no co. nsat; tu:,
:ies to export pork, beef, chiclken or feed stlCl-s is the ultimate
in bad judgminent.

BEST COPY AVAILABLE
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By its pursuit of cheap food, wide open imports, countenance of
E.CA/Japanese quota's, subsidies, tariffs and embargoes against
U.S. finished agricultural products, the U.S. is playing a game
in which the outcome will be the predictable disaster of reduced
supplies, high consumer prices and farmer bankruptcy.

Further, it is my opinion that current Administraticn efforts to
Dbligate foreign suppliers to fill '79 V.R. entitlements *will
additionally reduce future beef supplies to the long run detri-
nent of American consumers and a stabilized market oriented
agriculture.

S cerelys,

Peter E. Marble, Chairman
Livestock "rade Advisory
71 Ranch
Deeth, Nevada 89823

'EM/k f

:c: Hon. Al Ullman, Chairman, Committe on Ways and Means
Hon. Charles Vanik, Chairman, Foreign Trade Subco.-mittee,

Committee on Ways and Means
Hon. Russell Long, Chairman, Senate Finance Commcv ittee
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July 10, 1979

Honorable Robert S. Strauss
Special Representative

for Trade Negotiations
1800 G Street, N.W.
Washington, D.C. 20506

Dear Mr. Ambassador:

On behalf of the Agricultural Technical Advisory Committee for Trade
Negotiations on Oilseeds and Products, I hereby transmit the
Committee's report on the Multilateral Trade Negotiations agreements
initialed in Geneva April 12, 1979.

This report complies with Section 135(e)(1) of the Trade Act of 1974
which requires each sector advisory committee affected by a trade
agreement made under authority of that Act, at the end of negotiations
for each such agreement, to provide the President, the Congress, and
the Special Representative for Trade Negotiations with a report nn the
agreement.

Sincerely,

William W. Goodrich
Chairman
Agricultural Technical Advisory Committee
for Trade Negotiations on Oilseeds and
Products

Enclosure

50-151 0 - 79 - 41
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Report of the Agricultural Technical Advisory Committee
for Trade Negotiations on Oilseeds and Products
on the Multilateral Trade Negotiations Agreement

initialed in Geneva, April 12, 1979

The Committee has reviewed the offers made by the United States
and offers received on oilseeds and products and the codes developed
in the Multilateral Trade Negotiations (MTN).

We have concluded that the Codes that have been agreed upon and
the proposed domestic legislation to approve and implement the trade
agreements are balanced documents that we can endorse. We believe
that they will facilitate the expansion of international trade and
will help to identify and to eliminate unfair practices that hinder
export and import commerce.

More specifically, we have these observations about the Codes.

Subsidies and Anti-Dumping Code. The major problem we see with
this Code lies in the failure to agree on what constitutes an unlawful
subsidy. While the industrial examples provided should prove useful,
the whale concept remains somewhat obscure and could breed serious
problems. For example, one of the signatories could challenge
domestic support programs or concessional export credit programs of
the United States as unlawful subsidies. While we could argue that
these programs did not meet the definition of a subsidy, the dispute
settlement mechanism could be set in motion and a committee of persons
drawn from countries other than the disputants could report its fin-
dings. If adverse to the United States position, this Nation could,
of course, refuse to accept the judgement of the committee, but we
would be labeled as having granted an unlawful subsidy. This seems to
place at risk of condemnation by an international group important
agricultural policies adopted by the Congress.

Second, the special rule for developing countries may raise spe-
cial problems in our agricultural sector. Our major competitors in
world markets are Brazil, Malaysia, and the Philippines--all deve-
loping countries. In the area of oilseed and oilseed product trade,
these countries should be regarded as developed countries. While we
have been assured by the STR people that soybean oil and soybean meal
from Brazil, palm oil from Malaysia, and coconut oil from the
Philippines are regarded as primary agricultural products, there could

-1-
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be an argument about these classifications. For example, Malaysia, if
it signs the Code, could claim that palm oil is sufficiently processed
to be a non-primary product. With regard to non-primary products, the
Code's rules for developed and developing countries differ. The Code
contains special rules on export subsidies on non-primary products, if
the exporting developing country signatory has agreed to reduce or
eliminate export subsidies and has not caused serious prejudice to the
trade or production of another signatory. This rule is less strict
than the general prohibition on export subsidies on non-primary pro-
ducts applicable to developed :ountries. In contrast both developed
and developing countries are bound by the obligations concerning
export subsidies on primary products.

Third, the definition of "injury" requires an examination of the
effect of subsidized imports on prices in the domestic market of
"like" products, meaning products that are identical. Yet the sub-
sidization of exports of butter would seriously injure the market for
vegetable oil used in competitive margarine; and the subsidization of
dry skim milk for feed use would injure the market for soybean meal
and feed grain. "Like" products should include those that are substi-
tutable or have like use.

Fourth, while the Code and the U.S. implementing proposal
attempt to shorten the periods of investigations and for imposing pro-
visional and permanent corrective measures, the times are too long to
help with agricultural products that must be promptly marketed.

Fifth, there is an agreement not to grant an export subsidy on
any agricultural commodity in a manner that results in acquiring more
than an equitable share of the world export trade. The determination
of an equitable share, despite the definitions attempted, will remain
difficult. Some countries have gained their share of world markets
through extensive use of subsidies.

Sixth, the dispute settlement mechanism calls for committee and
panel proceedings. The issues in subsidization are likely to be
highly political, thus diminishing the usefulness for these procedures
and requiring ultimately some high level political negotiation between
the parties, perhaps overseen by a similar political committee for all
the signatories.

We are pleased to note that the Code recognizes the implications
of subsidies in the third markets, and that it exhorts signatories to
be cautious in how they use direct and indirect subsidies.

International Standards Code. This Code provides an important
mechanism for identifying regulations that ostensibly establish stan-
dards but actually serve as non-tariff barriers to trade. The
Committee certainly endorses this objective, but has serious reser-
vations as to the effectiveness of the dispute settlement procedures
when arrayed against legislative or executive action by a country
charged with a violation.

-2-



620

We also have reservations regarding the dispute settlement provi-
sions that for all practical purposes, exclude representatives of the
private sector from serving on panels and the Committee even though
such individuals are directly affected by the practices being dealt
with and may be best qualified to evaluate them.

The obligation for the United States to participate in the development
of international product standards and to apply such standards to
Federal and State agencies and to the private sector gives us concern,
even with the assurance from STR that our participation in ir:ter-
national standardization would be limited and that such standards would
only be applied domestically where appropriate.

Further, we see no advantage in mandating an annual international
meeting on standard-making or for the routine submission of all stan-
dards proposed or adopted in all signatory nations. This would simply
create and nourish an unnecessary and costly international bureaucracy
of little or no value in achieving the Code's objectives.

We note that the domestic legislation proposed to implement this Code
focuses upon standards-related activities that create unnecessary
obstacles to foreign commerce; contains a disclaimer of any intent to
prohibit standards that do not create unnecessary obstacles to trade;
protects standards in the United States that are necessary for the pro-
tection of human health or safety, animal or plant life or health,
essential security interests, the environment, or the consumer; speci-
fically requires consideration and the use of international standards
only where they are appropriate; limits the roles of the technical
offices and the standards information center; and provides for meaning-
ful representation of United States' interests before international
standards organizations. The provisions providing remedies regarding
standards-related activities are reasonably restricted to those activi-
ties that have significant trade effect by creating unnecessary
obstacles to foreign commerce.

Government Procurement. We have no basis to comment on this Code
because we have seen no analysis of what the United States is gaining
in exchange for a very substantial opening of its own procurement prac-
tices. A Code of this sort setting aside the Buy-America ethic should
be justified by access to and sales in markets that compensate for the
loss of government markets here at home.

Customs Valuation. We endorse the direction taken and the results
achieved in developing a Code for Customs Valuation. The various
systems used to value imported goods by the Customs Services of the
world have frequently been serious impediments to trade. In some
cases this was as the result of arbitrary uplifts and in others the
result of technical procedures which generated customs values with
little relationship to the commercial value of the goods concerned.
This agreement is a positive step.

-3-
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Offers and Requests. Finally, with respect to the offers and
requests we conclude that the interest of the United States has been
served by maintaining the zero duty binding on soybeans and meal in
the EC and by obtaining zero binding status for soybeans to Japan and
peanuts to the EC. We have had a temporary zero duty status for
soybeans in Japan for several years. In short, we lost nothing and
preserved this favored status on a more secure basis. We regret that
the same zero duty birding status on soybean oil and soybean meal was
not obtained in Japan.

We oppose the U.S. import duty binding on palm oil for edible use at
1/29 per pound.

We note that our advice to harmonize U.S. import duties with Canada
for specific vegetable oils at 9 percent or 20 per pound, whichever is
greater, did not receive favorable consideration.

We recommend that the rates of duty for soybeans, flaxseed, and
sunflowerseed negotiated with Canada be placed into effect at the
earliest possible time, i.e., within two years.

July 10, 1979

-4-
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POULTRY AND EGG INSTITUTE
OF AMERICA

181S N. Lynn Street. Suite80t Artingon, VA 22209
Telephone: (703 522-1363

June 13, 1979

Den C. bSsr. Prm
L_ Cmpbll. Eee 'I P
ichwd I. LAmmon. V P

P 1Ad IKom. V P

20500

Dear Mr. President:

On behalf of the Agricultural Technical dvisory Committee for
Trade Negotiations on Poultry and Eggs, I herejy transmit the
Committee's report on the trade agreements negotiated under
the Trade Act of 1974.

This report complies with Section 135(e)(3) of the Trade Act
of 1974 which requires each sector advisory committee affected
by a trade agreement made urder the authority of the Act, at the
end of negotiations, to provide the President, the Congress, and
the Special Representative, for Trade Negotiations with a report
on the agreement.

Sincerely,

Lee Cmpbell
Cha i rnn
Agricultural Technical Advisory
Committee for trade Negotiations
on Paultry and Eggs
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Final Report

FROM: Agricultural Technical Advisory' Committee for
Trade Negotiations on Poultry and Eggs

Lee Campbell, Chairman

The Committee has been asked to provide its views on the trade agreements
negotiated under the Trade Act of 1974.

First of all, one of the arguments put forth to the ATAC is that the number
of concessions received on poultry and eggs by the United States far out-
weighs the number given. This argument is fallacious because in earlier
negotiations the United States has given away most all barriers or tariffs
on poultry and eggs. The Committee stresses, therefore, that this matter
must be viewed entirely in the context of what has now been offered to the
United States. There is no valid comparison between offers and requests
in thease negotiations.

The Committee is very disappointed as far as the concessions the U.S. was
able to obtain, particularly as it relates to the European Community. The
SC has eingaged in a two-edged unfair trade competition and trade protec-
tionism which the U.S. poultry and egg industry has borne the brunt of since
1962. That industry has every right to be disappointed in the results of
the MTH.

In one instance, it appears that the U.S.--as part of its package-has ob-
tained agreement from the EC that it will not reclassify uncooked seasoned
turkey to make it eligible for the gate price, variable and supplemental
levies instead of a fixed ad valorem duty. In essence we are paying for a
concession obtained earlier.

We are also assured of a new coefficient for use in calculating the gate
price on turkey and that the EC will operate the levy system to insure that
the system will not negate the new coefficient.

Nothing has been obtained for chicken and egg products in the EC.

The most interesting code to this Conmittee is the Subsidies Code. We have
repeatedly urged that every effort be made to do away with subsidies which
allow trading partners to compete unfairly against U.S. poultry and egg
products. The EC, particularly, has not only engaged in practices which
wall-out shipments to the EC from third countries, but it has used subsidies
to compete unfairly in markets around the world.

The Subsidies Code does not., in itself, solve the problem that concerns us,
but it, perhaps, offers a medium for solving the problem.

It is one thing to have a Subsidies Code, provided, of course, that other
countries agree to it, but unless there is a method for makirg it incumbent
upon the United States to utilize it, it is a worthless tool.
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Final Report from ATAC
Page 2

For example, Section 301 of the Trade Act provides ways of dealing w.th
unfair trade practices of other nations but it has not been utilized.

The U.S. position on the Subsidies Code has bees that phrases in the cur-
rent GATT methods of dealing with subsidies are difficult to quantify. In
particular, the phrase "equitable share of the market" has been all but
impossible to define.

The concept under the code, would among other things, provide that subsidies
would be prohibited when the use of any such subsidy displaces the trade of
other countries in third-country markets or results in material price under-
cutting in such markets.

We do have some concern about how much easier the term 'priced materially
below" those of other suppliers to the same market is to define than "equit-
able market share". The real test would probably come through test cases if
the code is implemented.

The Committee is especially concerned about an IC subsidy action which was
announced before the ink was dry on the EC's sigature subscibing to the
Subsidies Code. Effective June 1, the EC began subsidizing chicken parts
in addition to whole birds. In spite of the EC's expressed agreement to the
Subsidies Code, we are again faced with their utter disregard for fair trad-
ing practices.

This clearly points to the need for the U.S. to cak.e strong action and
utilize the options available to it under the Sibsidies Code. The Committee
is hopeful that the Congress will make it clear to those responsible for
U.S. trade policy its intent that prompt action should be taken by the Ad-
ministration to counter any unfair subsidies paid to price poultry and/or
eggs materially below those of other suppliers ad thus take over U.S. mar- ·
kets.

The Government Procurement Code, as this Committee understands it, was
devised essentially for industry, not for agriculture. Further, the Com-
mittee has been advised that it excludes all food procurement by the mil-
itary and all food procurement by the U.S. Goveument for school lunch and
other nutrition programs. This is deemed esseatial.

The Standards Code and the Safeguards Code are mot found to be objectionable
at this point. This Committee has been particularly concerned about re-
strictive licensing. It seems, however, that aese two codes would open
up procedures...the development of standards or safeguards...to public ex-
amination, as the United States does now.

In bpite of our earlier comments, the U.S. poultry and egg industry would
obtain concessions under the MTN agreement. If we. are faced with recom-
mending a yea or nay vote on the ES:' agreement we would have to agree that
our industry would be better off than before. Ye are disappointed, but at
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Final Report from ATAC
Page 3

the same time, we believe that what has been proposed vould help maintain
our exports to the EC and expan4 markets in other areas, such as Japan.
We could not recommend opposition to the MTN agreement because it is
either that or nothing. The poultry and egg industry of the United States
has too long faceC a completely deplorable situation, as far as trade
barriers are concerned.
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Honorable Robert S. Strauss
Special Representative

for Trade Negotiations
1800 G. Street, N.W.
Washington, D. C. 20506

Dear Mr. Ambassador:

On behalf of the Agricultural Technical Advisory Committee for Trade
Negotiations on Tobacco, I hereby transmit the Committee's report on
the Multilateral Trade Negotiations agreements initialed in Geneva
April 12, 1979.

This report complies with Section 135(e)(1) of the Trade Act of 1974
which requires each sector advisory committee affected by a trade
agreement made under authority of that Act, at the end of negotiations
for each such agreement, to provide the President, the Congress, and
the Special Representative for Trade Negotiations with a report on the
agreement.

Sincerely,

Fred W. Voigt
Chairman
Agricultural Technical Advisory Committee

for Trade Negotiations on Tobacco

Enclosute
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REPORT OF THE AGRICULTURAL TECHNICAL ADVISORY COMMITTEE FOR TOBACCO
ON THE

MULTILATERAL TRADE NEGOITIATIONS AGREEMENTS
INITIALED IN GENEVA, APRIL 12, 1979

NTB Codes

The Codes of primary concern to the Committee are those dealing
with Subsidies and Countervailing Duties, Standards, and Government
Procurement.

The Committee has reviewed these codes and believes they repre-
sent considerable improvement over ecisting GATT rules and procedures.

The Committee is unanimous in its approval of the codes.

Tariff Offer 3

The Committee has reviewed the tobacco tariff concessions offered
to the United States and the concessions offered by the United States.

With regard to foreign countries' offers, the Committee unanimously
recommends acceptance of:

1. Argentina: 24010080 - Tobacco other than wrapper and
binder, oriental leaf and refuse - to reduce from 140
percent ad valorem to 50 percent and bind.

2. Australia: 2401210 - Tobacco for manufacturing cigarettes
or fine-cut tobacco that will contain Australian-grown
tobacco - to reduce from AS 1.18 per kg. to AS .472 per
kg. and bind;

2401220 - Tobacco for manufacturing tobacco products,
other than those in 2401210, that will contain
Australian-grown tobacco - to reduce from AS .83 per kg.
to A$ .332 per kg. and bind; to bind the required pro-
portion of Australian-grown tcbacco to be used in manu-
factured tobacco products at not more than 50 percent.

3. European Community: to bind its tariff rate on flue-
cured, burley, Maryland and fire-cured tobacco at 23
percent ad valorem with a minimum duty of 28 units of
account per 100 kgs. and a maximum duty of 30 units
of account per 100 kgs.

4. New Zealand: 2401001 - Unmanufactured tobacco and refuse
for manufacture in a licensed manufacturing warehouse into
cigars - to bind presently unbound duty-free rate; 2401002-
Unmanufactured tobacco and refuse for manufacture in a
licensed warehouse into tobacco, cigarettes and snuff -
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to reduce from $NZ 73.48 per 100 kgs. to $NZ 70 per 100 kgs.,
minus 25 fercent of Lne CIF value over $NZ 360 per 100 kgs.,
minimum duty not less than $NZ 40 per 100 kgs., and bind.

5. Israel: 24021000 - Cigarettes - to bind present duty of
20 percent ad valorem.

6. Finland: 2401300 - Unstripped, flue-cured tobacco of the
Virginia type; 2401400 - Unstripped tobacco, other than
flue-cured tobacco of the Virginia type; 2401500 - Partly
or completely stripped flue-cured tobacco of the Virginia
type; 2401600 - Leaf tobacco, unmanufactured - to reduce
from 0.28 marks per kg. to duty-free and bind, conditioned
on U.S. offer on cheese.

;. Canada: 2401142030i - Tobacco, unmanufactured, unstemmed,
other than Turkish - cut MFN duty from CS .20 per pound to
CS .1275 per pound; 24011420401 - Tobacco, unmanufactured,
stemmed, other than Turkish - cut MEN duty from CS .30 per
pound to C$ .20 per pound; 24011421001 - Converted tobacco
leaf for use in manufacture of cigar binders - cut MEN duty
from C$ .75 per pound to C$ .50 per pound; 24021431501 -
Cigarettes - cut MEN rate from 25 percent ad valorem to
20 percent.

The Committee believes that the EC's, Australia's and New Zealand's
offers will contribute significantly toward maintaining the United
States shares of those markets, especially if the reductions are imple-
mented immediately, rather than staged. The Committee recommends that
U.S. negotiators seek immediate implementation of these reductions.

The Committee believes that Argentina's, Canada's, Finland's and
Israel's offersi probably will not have a .ignificant impact on U.S.
exports.

With regard to offers by the United States, the Committee hopes
that the reductions offered on unmanufactured tobacco, cigars, and
clove cigarettes have enabled U.S. negotiators to obtain reciprocal
concessions of benefit to other sectors of American agriculture and
industry. These offers are:

17001 Leaf tobacco products of two or more countries, mixed,
not stemmed - cut MFN rate to 91 cents per pound.

17010 Wrapper tobacco, not stemmed - cut MFN rate to 36.4
cents per pound.

17015 Wrapper tobacco, stemmed - cut hTN rate to 61.9 cents
per pound.
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17020 Filler tobacco, mixed with over 35 percent wrapper
tobacco, not stemmed - cut MFN rate to 36.4 cents
per pound.

17035 Cigarette leaf, stemmed - cut MFN rate to 20 cents
per pound.

17040 Filler tobacco, NES, including cigar leaf, not stemmed,
not mixed - cut MFN rate to 15 cent per pound, con-
ditional upon offer by Central American Common Market.

17045 Filler tobacco, NES, Including cigar leaf, stemmed, not
mixed - cut MFN rate to 20 cents per pound.

17065x Cigarettes, containing cloves - cut MFN rate to 42 cents
per pound, plus 2 percent ad valorem.

17066 Cigars valued 15 cents or more each - cut MFN rate to
86 cents per pound, plus 4.5 percent ad valorem.

I)


